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Special Phases of Corporation Law. 
The Nature of Corporations Historically Considered. 


By CHaArRLEs W. GERSTENBERG, LL. B. 


In the nebulous days of the wise and pious Numa Pompilius, 
whose forty-three years of regal life passed without foreign war. 
was founded, so we are told, the institution known in these later 
days as incorporation. Between twenty-six and twenty-seven 
hundred years have passed since that memorable day, and yet 


some writers have sought to add to ine antiquity of the institu- 
tion by tracing it to Babylon, while still others, with the aid of 
fertile imagination and recondite philosophy, would have us be- 
lieve that the institution partakes of a veneration due the 
creatures of Genesis. Without attempting to name the natal day 
we can state as a provable fact that corporations, much the same 
as we know them, existed in Rome. 

In their earliest forms corporations were probably the off- 
springs of necessity, existing more in the minds of persons than 
in the eye of the law. To-day we have trusts and holding com- 
panies. They are forbidden by the law to a certain extent, but 
the necessities of trade demand their existence. The most the 
law can ever do will be to abolish some of their unnecessary evils. 
To exterminate and prevent them is within the power of economic 
evolution only. So with corporations. Certain traders banded 
together for economic reasons. They found strength in the 
combination, abused the strength, and as a result were forbidden 
to exist. But the economic necessity for their existence re- 
mained and the institution called by certain authors “ corporate- 
ness” sprang up again. To prove, if it were doubted, that an 


153 


Vol. 8 Pe No. 3 


The Journal of Accountancy. 


economic necessity evolved this institution, and that it prevailed 
before being recognized or even cognized by the law, we might 
point out that in England the idea of corporating grew up, to be 
sure, centuries subsequent to its inception in Roman law, but still 
long before the Roman law books, which described them, be- 
came known in England. 

In speaking of the history of the corporate idea we are not 
concerning ourselves in this article with every fiction raised by 
clever Roman lawyers to suit the ends of contentions in law 
courts. Though a Roman lawyer, for instance, found it neces- 
sary to keep his mind straight by looking upon a group of per- 
sons as a single individual for one purpose only, the holding of 
land, it seems rather fine spun to claim that for all purposes that 
group of persons was essentially a corporation. So very little 
is to be gotten from looking upon gods or temples as corpora- 
tions, a: did some of the text writers. In short, not every arti- 
ficial person, every person with artificial attributes, or every 
group of persons having for a particular purpose the attributes 
of an individual, should be classed as a corporation. It prob- 
ably was the desire of scholars to grasp at every institution in 
ancient history as a counterpart of modern life, that gave rise 
in English law to “that unhappy freak,” as Pollock and Maitland 
call it, the corporation sole. 

This brings us squarely to the question, what is the badge 
of incorporation; what is it that makes us say this ts a corpora- 
tion, that is not? _We must remember, of course, that the law 
of corporations is, and in the main always has been, statutory. 
For that reason it would be unfair to use as a standard the statu- 
tory corporation of to-day, or indeed, that of any other day. 

Now the first essential, we consider, is that of legal sanc- 
tion, for without that the persons associated are mere groups of 
individuals whom the law may look upon separately or treat as 
a group in any way it sees fit. Without legal sanction associated 
persons are partners. In the past this legal sanction may have 
been granted to the association upon formation, or may have 
been acquired as the result of having long been regarded by 
public opinion as a corporation; the legal expression is, so long 
that the memory of man runneth not to the contrary. This 
tacit recognition or sanction by the law is to be looked upon as 
a negative quality. It was shown by no positive act of the author- 
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ities, but by their refraining from dissolving the institution. Thus 
in Rome many associations acted and were treated with all the 
powers of collegia licita. Caesar , and later Suetonius, dissolved 
them, but till their dissolution they were collegia. Coke, writing 
at about the close of the Elizabethan period of English literature, 
called these corporations, corporations by prescription. In mod- 
ern days the counterpart of prescriptive corporations is the 
de facto corporation, a corporation in fact but not in law—good 
as against everybody but the state. However, modern tribunals 
require of the association, to take it out of the category of part- 
nership, that, besides having acted as a corporation, it shall have 
made a bona fide attempt to incorporate under some law, which, 
if strictly complied with, would result in a full-fledged, thorough- 
going de jure corporation. The prescriptive corporations of 
Rome, and as known to Coke, were perhaps still more of the 
nature of our modern joint-stock companies, but lately even 
the joint-stock companies have become the objects of legislation 
to such an extent that they can hardly be called prescriptive asso- 
ciations. 

We said that legal sanction may have been given to the 
corporation upon its formation. Excepting possibly de facto 
corporations and joint-stock companies, which are part partner- 
ships and part corporations, all corporations nowadays must be 
born, to use a homely analogy, legitimately. This legal sanc- 
tion was evidenced in the time of Coke by a charter from the 
king or from parliament. The earliest trading corporations in 
England, formed before the beginning of the 18th century, re- 
ceived their charters from the king alone, though these charters 
were later modified by statute. In time parliament, indeed, took 
to itself, together with many other powers, the exclusive right to 
grant charters. It is interesting to note in passing that certain 
English universities have power to incorporate colleges, and that 
as late as 1845 in this country it was the subject of judicial deci- 
sion whether or not Columbia University had the same power. 
Medical Inst. vs. Patterson, 1 Denio, N. Y., 61. In this state 
that peculiar institution known as the University of the State of 
New York, a board formed to regulate and promote higher 
education, is given power under the Education Law to incor- 
porate certain kinds of colleges and universities. 

In this country the older corporations were each formed by 
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separate act of the legislature. It is an interesting commentary 
on the changing attitude of the people toward corporate organi- 
zation that during the first quarter of the last century they were 
generally looked upon with such aversion that the difficulty of 
procuring a charter by applying to the legislature was not con- 
sidered a sufficient restriction on their rapid increase, and we 
find, therefore, in the constitution of 1821 in New York that 
every bill for the creating, continuing, altering or renewing any 
body politic or corporate required the assent of two-thirds of the 
members elected to each branch of the legislature. Somewhat 
similar provisions existed in the constitution of many other states. 
While Kent attributes this provision, as we have said, to the popu- 
lar desire to check the multiplication of corporations, we fear 
that it was as much a desire to restrain legislative corruption as 
a desire to restrain corporate increase. Be that as it may, the 
people by their next constitution, that of 1846, took the matter 
out of the hands of the legislature by providing that corpora- 
tions should be formed under general laws, and that special legisla- 
tive sanction should be neither necessary nor availing in the or- 
ganization of corporations, except in peculiar cases. That provi- 
sion is found in our present constitution in Article VIII, Section 
1, and reads as follows: “Corporations may be formed under gen- 
eral laws ; but shall not be created by special act, except for muni- 
cipal purposes, and in cases where, in the judgment of the legisla- 
ture, the objects of the corporation cannot be attained under spe- 
cial laws. All general laws and special acts passed pursuant to 
this section may be altered from time to time or repealed.” Most 
corporations of the present day, therefore, are formed by com- 
plying with the provisions of general corporation laws. Their 
charters are not found amongst the acts of legislature, but con- 
sist of a certificate of incorporation, or, as it is sometimes called, 
articles of incorporation, together with the general corporation 
laws, which in the eye of the law are a part of the charter of 
every corporation formed under them. 

Before we pass to the second essential element of “‘corpo- 
rateness” let us inquire into the nature of this legal sanction. We 
said that Caesar and Suetonius abolished many prescriptive cor- 
porations. Undoubtedly some others that had acquired express 
sanction before their formation were also dissolved. This sug- 
gests the fact of course that charters of these companies did not 
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amount to contracts, for a contract cannot bind one side only. 
We fear to rush in on a discussion of the questions involved, 
not because there is not abundant material to justify the giving 
of a name, whatever it may be, to the relation arising between 
the sovereign and the corporation by the act of the former 
extending its sanction to the existence of the latter, but because 
the relation is complex, and a thorough exposition of it would 
lead us into many branches of jurisprudence of but little interest 
to the ordinary business man. It must suffice to say, therefore, 
that in earlier days the corporate charter was a mere govern- 
mental act that could be altered freely or revoked by the same 
legislative power that had created it. To illustrate this view 
of the nature of the corporate charter we may cite a bit of colo- 
nial American history. One of the oldest corporations in this 
country, certainly antedating that often accredited as being the 
oldest, was given a charter in 1732 by Connecticut, for trading 
purposes, with powers to “encourage the fishery, etc.” Under 
and by virtue of the “etc.” the company set up a bank. The 
charter was forfeited, not for fraud, as it would have been were 
it looked upon as a contract, but for usurpation of power. 

Chief Justice Marshall, in the Dartmouth College case (4 
Wheaton, 518), expressed the reason for the view of a charter 
as a mere governmental act when he said: “According to the 
theory of the British constitution, their parliament is omnipotent. 
To annul corporate rights might give a shock to public opinion, 
which that government has chosen to avoid; but its power is not 
questioned.” We pass over a few sentences in the decision con- 
taining these remarks and come to the modern view of a cor- 
porate charter: “This is plainly a contract to which the donors, 
the trustees and the crown (to whose rights and obligations New 
Hampshire succeeds), were the original parties. It is a con- 
tract made on a valuable consideration.” The conception of a 
charter as a contract was strengthened by the mode in which 
corporations were formed by {special statute. Commissioners 
were named to open books and to receive subscriptions. When 
sufficient capital had been raised the shareholders elected their 
directors and accepted the corporate charter. Much stress was 
laid on the importance of acceptance. Until acceptance the 
legislature had made an offer; the acceptance, of course, com- 
pleted the contract. It is common knowledge that a corporate 
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charter has been judicially construed to be such a contract as 
comes within the operation of that clause of the federal consti- 
tution which says: “No state shall * * * pass any * * * 
law impairing the obligation of contracts.” This does not apply, 
however, to the charters of public corporations, such as cities, 
school districts, etc. (10 Howard, 511). 

One more word and we will be ready to pass to the next 
essential element of “corporateness.”” When the Dartmouth Col- 
lege case, which decided the inviolability of the corporate charter, 
was passed, the states saw the danger involved in making con- 
tracts that took from them their control over corporations, so 
they immediately passed laws reserving the right to alter, amend 
or repeal any charters thereafter granted. From the fact that 
every corporate charter is made up of its special articles of incor- 
poration, or as it is sometimes called, its certificate of incorpora- 
tion, and these general laws containing the reservation, it follows 
that the effect of a binding contract is lost and corporate char- 
ters are hardly deserving of the name of contract. Perhaps 
the best name that can be given them is franchise—the fran- 
chise to exist as a corporation. Certain it is that for matters of 
taxation the charter is looked upon as a franchise, and as such is 
taxed apart from all the other property of the corporation. 

The next essential element of “corporateness” is an artificial 
existence apart from that of the individuals who have com- 
bined to create it. Lord Coke wrote a definition in 1612 or 1613 
in the Sutton’s Hospital case that expresses this idea as well 
as anything that has been written on the subject. For perspicuity 
of style it loses nothing by comparison with the prose of his 
distinguished literary contemporary, John Milton. He says: 
“A corporation aggregate is invisible, immortal, and rests only 
in intendment and consideration of the law. They can’t com- 
mit treason, nor be outlawed, nor excommunicate, for they have 
no souls, neither can they appear in person, but by attorney. A 
corporation aggregate of many can’t do fealty, for an invisible 
body can neither be in person nor swear; it is not subject to 
imbecilities or death of the natural body, and divers other cases.” 
The Romans made a clear distinction between the artificial being 
and the natural persons composing it. For instance, for the 
purpose of procuring from a slave information against his mas- 
ter, the slave could not be tortured, but if the slave were owned 
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by a corporation, information against one of its members could 
be extorted from him by torture. The Teutonic mind of medieval 
Germany and England always found this fiction of artificial entity 
a stumbling block. Pollock and Maitland record a case brought 
in 1429 jointly against the mayor, bailiffs and commonalty of 
Ipswich and one J. Jabe. The answer to the suit set up that 
Jabe was being made subject to a double judgment, one against 
him by name, and the other against him as a member of the com- 
monalty. Had the municipality been in the nature of a partner- 
ship, even under modern law, which, it will be remembered, pre- 
vents a legal suit by one partner against the firm, on the ground 
that a person cannot sue himself, even under modern law the 
answer would have been meritorious. 

This fiction of the law which makes corporations artificial per- 
sons distinct from the shareholders has its limitations. | Upon 
the dissolution of the Roman corporations insolvencies were 
made good by the private fortunes of its members. The same is 
true of the early English common law; hence the word “lim- 
ited” after the English companies, for without that word showing 
to creditors the nature of their charter, shareholders could not 
escape personal liability. (Even so late as 1826 the highest 
tribunals of one of our states favored and imposed an unlimited 
liability on the stockholders of a corporation.) Thus it will 
be seen that limited liability, though now the rule, at one time 
was the exception. In this country the constitutions and statutes 
of the various states have added many liabilities to the stock- 
holder other than that always recognized as attaching to his 
subscription—the liability to pay for the stock at par. As to 
wage earners, the stockholders generally are liable to the full 
extent of their private means. 

While all the authorities, even beginning with Romans, agree 
that the idea of a new artificial person distinct from the constit- 
uent members, is essential to a corporation, the meaning and 
degree of that distinction has never been fixed. At common law 
the theory of the nature of the interest stockholders had in the 
corporate property changed materially from time to time, but 
finally in 1836, by the decision of Bligh vs. Brent, 2 Y. & C., 268, 
the question became somewhat settled. Real and personal prop- 
erty upon the death of their owner descended to two different 
classes of his kin. The question often arose, what is the nature 
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of shares of stock in a company whose principal asset was 
real estate? What class of the kin should take them? If a tes- 
tator sought to transfer them by will, would he have to follow the 
statutes governing the disposition of real estate? On the 
other hand, were the shares subject to taxation under 
the provisions of the land tax rates? Down to 1836 we 
say, the rule was just the opposite to what it now is. The 
shares of a corporation whose assets were principally real estate 
were regarded as realty. Many other questions of Iaw involving 
the fiction of distinct identity could be cited. It must suffice 
now to say that since 1850, to take an arbitrary date, the sepa- 
ration of the interests of the corporation and of the shareholders 
has been most complete. 

One of the corollaries to the proposition that the being of 
a corporation is distinct from that of its constituent mem- 
bers, is that the duration of a company’s life is unaffected by the 
duration of the life of its members. Marshall and Coke both 
applied the term “immortal” to corporations: This is an unhappy 
expression, for it does not tell the strict truth. Charters granted 
under special acts of the legislature were often given for limited 
periods, and under the laws of some of the states and territories 
the life of corporations is limited to a certain number of years. 
for example, twenty-five years. Even in New York the charter 
of a business corporation may provide for a duration of a definite 
number of years. What Coke and Marshall undoubtedly meant, 
and what is the real fact, is that corporations have not perpetual 
existence, but continuous existence unaffected by the death of 
their members. Blackstone calls it “perpetual succession.” 

Another incident of the separate and distinct existence of 
corporations is a name and a locality. Coke found it absolutely 
necessary, to borrow from another of his literary contemporaries, 
to give “to airy nothing a local habitation and a name.” His 
third and fourth elements, which are “of the essence of a corpora- 
tion,” are “a name by which they are incorporated” and “of a 
place, for without a place no incorporation can be made.” 

Historically considered a name and a seal are almost synony- 
mous. The warrior kings and knights could not write their 
names. They substituted a mechanical contrivance, the seal. 
As people began to learn to write they omitted, except on very 
formal and solemn occasions, to affix the seal. Williston sug- 
gests that the frequency of the use of a seal by corporations is 
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the result of the psychological phenomenon that men acting in 
a body are naturally conservative, and are apt to observe ancient 
customs that for the individual seem irksome and superfluous. 
At the present day we look upon the seal, not as conclusive evi- 
dence of a corporate act, but as a convenient sign to indicate that 
the act is of a corporate nature. Bacon called the name the 
“knot of their combination.” The jurisprudence of, English 
speaking countries, at least, knows no way of suing or being 
sued except by name, even, if necessary, by a fictitious name; 
hence the importance of a corporate name. We have records 
showing that several centuries ago some corporations were 
formed without being baptized, but under modern statutes the 
name is essential, though proceedings are always provided by 
which it can be changed. 

What Coke meant by “a place” is probably quite different 
from what we mean nowadays by naming the principal office of 
the corporation. We have never seen the following theory as 
to the ancient meaning of Coke’s words, but we feel that it is 
more reasonable than those theories we have seen. It is a fact 
that people at a certain time were known by one name only, as 
John, Robert. To avoid confusion a phrase was often added to 
show which John or Robert was meant, as for example, John of 
Gaunt, Robert of Sicily. Coke had in mind, we think, this cus- 
tom and carried out the analogy between corporations and natural 
persons. Thus we find an early corporation with the name 
“The Prior and Brothers of St. Mary of Mt. Carmel in Eng- 
land.” The naming of the principal place of business in modern 
certificates of incorporation is required, not to avoid confusion 
amongst corporations, for that difficulty is cared for in most 
states by refusing to grant charters to corporations with pro- 
posed names similar to those of corporations already in existence. 
The principal place of business is given so as to determine the 
place where meetings are to be held and the books of the com- 
pany kept. 

The next question that naturally suggests itself in this con- 
nection is this: if the sanction of law is necessary to the existence 
of a corporation, what is the status of a corporation in a place 
where laws other than those of its residence prevail? The ques- 
tion is without historical interest, for it is comparatively new. 
The early corporations existed usually by reason of the joint 
interests of neighbors or by reason of a desire to regulate 
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trade in one definite locality or community. So late a writer 
as Chancellor Kent, for example, does not even mention foreign 
corporations in his “Commentaries.”” The subject has become so 
important of late, however, that in a modern legal encyclopedia 
the subject of foreign corporations is treated separately, and over 
one hundred and fifty pages are devoted to it. As a rule, 
corporations going into a foreign state are subjected to 
the laws of that state in all matters involving their relations to 
strangers, while matters regarding the internal management of 
corporations are decided only in the courts of the state in which 
the corporations were formed. 

A very important topic connected with our subject is that 
of citizenship. Is a corporation a citizen of the state creating it, 
so that, under the Fourteenth Amendment to the Federal Consti- 
tution, it shall “be entitled to all the immunities of citizens in 
the several states?” It will be remembered that nearly three 
hundred years ago Coke said a corporation cannot “do fealty” ; 
to-day a corporation can pay taxes, and it might almost be argued 
from our Civil War experience that its name might be drafted 
to serve in the army, and a person paid by it to serve in its 
stead. However, it could hardly swear to support the constitu- 
tion. The courts have thus held that a corporation cannot 
become a citizen. On the other hand the courts have noticed 
that the Fourteenth Amendment reads as follows (we italicize 
to bring out the interpretation) : ‘““No state shall make or enforce 
any law which shall abridge the privileges or immunities of 
citizens of the United States; nor shall any state deprive any 
person of life, liberty, or property, without due process of law.” 
Corporations are not citizens but are persons. The constitution 
goes on to say, “nor deny to any person within its jurisdiction 
the equal protection of the laws.” Courts try to maintain that 
even as to this clause corporations are “persons.” If natural 
persons, however, were subjected to the inequalities that have 
been imposed on corporations public opinion would demand that 
the statutes imposing them be declared unconstitutional. The 
whole question is very technical, and we had better leave it with- 
out further discussion. 

To summarize what we ‘have already written, and to pave 
the way for our concluding remarks on the nature of a corpora- 
tion, we are going to quote Blackstone’s list of five incidents 
which attach to every corporation as soon as it is formed. 
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“Ist. To have perpetual succession. 

“2d. To sue or be sued, implead or be muplended, grant or 
receive, by its corporate name, and do all other acts as natural 
persons may. 

“3d. To purchase lands and hold them for the benefit of 
themselves and their successors, which two are consequential of 
the former. 

“4th. To have a common seal. 

“Sth. To make by-laws or private statutes for the better gov- 
ernment of the corporation, which are binding on themselves, 
unless contrary to the law of the realm, and then they are void.” 

We have spoken of the first, second and fourth incidents. 
To discuss the third would lead us so far into dry distinctions 
between legal and equitable rights that we have decided to dis- 
miss the subject with Blackstone’s “which two are consequential 
of the former,” and refer our readers to what has already been 
said. 

No better example of Blackstone’s clear, terse style could be 
desired than his mode of expressing the fifth incident. It em- 
bodies the whole law on the subject. The by-laws must not be 
contrary to the common law or the statutes; further they are 
binding on the corporation but on nobody else. Blackstone 
shows by his choice of the word “themselves” in referring to 
“corporation” that the by-laws govern the members. We usually 
express the same rule at the present time in another way. We 
say that while the charter is notice to all the world, the by-laws 
are notice to the members only. Perhaps most of our readers 
will know that the certificate of incorporation is filed (usually 
with the Secretary of State and with the clerk of the county in 
which the corporation has it principal office), while the by-laws 
are merely on record in the corporation’s office. As it was held 
in the old case of Cuddon vs. Eastwick, 1 Salk., 193, pl. 5, that 
the by-laws of a corporate town bound any one who came within 
its limits, so to-day we give the same effect to city ordinances 
which are practically the by-laws of our municipal corporation. 
Centuries ago the power to make certain by-laws was a very 
important prerogative, and was one of the first to be taken from 
the king by parliament. The reason for this lies in the severity 
of the penalties attached to the violation of by-laws, and to the 
further fact that the by-laws governed not only members but 
outsiders. We are speaking of the early guilds, such as the 
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butchers, the fishmongers, and other trade companies. Any per- 
son carrying on the trade that had been guildated was bound by 
the by-laws of the guild, and obedience to those laws could be 
enforced by the guild by imprisonment and fine. By-laws of this 
nature, we say, were in the course of time prohibited. But to 
have some rules for the regulation of the company’s affairs has 
always been deemed essential. “As reason is given to the natural 
body for the governing of it, so the corporate body must have 
laws, as a politic reason to govern it.” 
We have covered the principal elements that go to make up 
a corporation. It might be asked, does all that has been said 
apply to all kinds of corporations? We have had in mind prin- 
cipally, in the foreging discussion, private business corporations. 
Municipal corporations differ chiefly in the fact that many gov- 
ernmental functions are delegated to them by the sovereign state. 
Historically considered, they are more interesting and their origin 
is of greater antiquity than private corporations. However, the 
question is of too academic a nature to find place here. 
Before closing our discussion let us set for ourselves two 
short tasks, the performance of which will materially aid the 
reader to clear up many questions that must have arisen in his 
mind during the reading of what has been just written, and dur- 
ing his general newspaper reading. Our first task will be to 
classify corporations, giving a brief definition of each class, and 
our second task will be to set out in tabular form the difference 
between a corporation, a joint stock company, and a partnership. 
Under the recent consolidated Laws of the State of New 
York, which went into effect February 17, 1909, corporations 
are classified as follows: 
A corporation shall be either, 
1. A municipal corporation. 
2. A stock corporation, or 
3. A non-stock corporation. 

A stock corporation shall be either, 
1. A monied corporation, 
2. A transportation corporation, or 
3. A business corporation. 

A non-stock corporation shall be either, 
1. A religious corporation, 
2. A membership corporation, or 
3. Any corporation other than a stock corporation. 
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Moneyed corporations are those formed under or subject to 
the banking or the insurance law. By statute a stock corporation 
is defined to be “a corporation having a capital stock divided into 
shares, and which is authorized by law to distribute to the 
holders thereof dividends or shares of the surplus profits of the 
corporation. A corporation is not a stock corporation because 
of having issued certificates of stock, but which are in fact 
merely certificates of membership, and which is not authorized 
by law to distribute to its members any dividends or shares of 
profits arising from the operations of the corporation.” Trans- 
portation corporations will be found to include ferry corpora- 
tions, navigation corporations, gas and electric corporations, tele- 
graph and telephone corporations, and several others. The 
membership corporation law, contained in the Consolidated Stat- 
utes, shows that membership companies comprise besides general 
membership associations, special forms of membership corpora- 
tions, such as medical societies, Christian associations, agricul- 
tural and horticultural corporations, and many others. 

This classification given by the statute is sufficient for all 
practical purposes, but we are going to add several other classi- 
fications, each complete in itself. These classifications are recog- 
nized by most text-book writers, but are admitted by them to be 
of little present day significance. It is intended that each classi- 
fication beginning with a Roman numeral shall be separate and 
nearly complete in itself; that is, each classification will include 
.in all its enumerated classes all kinds of known corporations. 
I. 1. De Jure Corporations: those organized under com- 

petent laws, and complying with all necessary laws 
in all material respects. 

2. De Facto Corporations: those not complying with 
law in all material respects, e. g., where articles are 
not properly signed. De facto corporations are valid 
as against everybody but the state. Three elements 
are necessary to make a defective corporation a de 
facto corporation, and to raise it out of the realm 
of partnership. 

a. General laws under which the corporation 
could have been incorporated. 

b. A bona fide attempt to incorporate under 
these laws. 

c. User of corporate power. 
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II. 1. Public Corporations: those involuntary corporations 
created for the purpose of local government and 
the management of public affairs, e. g., cities, 
towns, school districts, and road districts. 

2. Quasi-public or Public Utilities Corporations: cor- 
porations formed by private persons to carry on 
some enterprise affecting the general public, and 
over which the public exercises some control, e. g., 
gas and railroad companies. 

3. Private Corporations: those formed exclusively for 
private interests. 

III. 1. Domestic Corporations: a corporation is styled domes- 
tic within the jurisdiction of the power which 
created it, e. g., a corporation formed in New 
York State is a domestic corporation in New York 
State only. 

2. Foreign Corporations: a corporation is termed for- 
eign outside of the jurisdiction of the power that 
created it. 

3. Alien Corporations: corporations formed outside of 
the United States. 


IV. 1. Corporations Aggregate: those composed of more 
than one person. 
2. Corporations Sole: those composed of but one person. 
This classification is practically unknown in this 
country, except perhaps in Tennessee, where cer- 
tain officers, as the governor, are looked upon as 
corporations. In England certain church digni- 
taries constitute corporations sole, the fiction being 
that the corporation always exists though the in- 
cumbent officer die. 

Kent, in his Commentaries, following some of the older 
writers, divided corporations into ecclesiastical and lay. Lay 
corporations were divided into eleemosynary and civil, the latter 
being again divided into public and private. We end with an 
outline of the chief differences between the three forms of carry- 
ing on a business, corporation, joint-stock company, and partner- 
ship. This outline is by no means complete. If it has any merit 
it is its brevity, and that would be impaired by any attempt at 
completeness. 
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Going Cost Systems and Monthly Closings 
For Industrial Corporations. 
By A. R. Erskine, C.P.A. 


When we stop to consider the history of this country’s indus- 
trial development in the past twelve years we discover in it the 
explanation of the growth and advancement of accountancy to 
its present position of recognized importance in the business 
world. During a comparatively short time, as time goes, the 
United States has become the leading manufacturing nation of 
the world; its industries have multiplied, expanded and prospered, 
and to them, more than any other factor, is due the general pros- 
perity we have had and will continue to have as they continue to 
prosper. 

Not many years ago we were primarily an agricultural coun- 
try; our industrial plants, owned largely by local private inter- 
ests, were comparatively limited, and there was not much demand 
by them for the services of public accountants. Going cost sys- 
tems, book inventories, and monthly closings, were not the custom 
of those days. But the industrial development brought new 
conditions. While we are still a great agricultural country, we 
are comparatively a greater industrial one, and to-day we have 
many large manufacturing corporations, located throughout the 
country, whose stocks and bonds are owned extensively by the 
public and by financial interests which aided in their development. 
With these changes of ownership naturally came the demand for 
publicity of the affairs of these corporations, calling for state- 
ments of their sales, earnings, financial condition, etc., at regu- 
lar intervals, preferably monthly or quarterly, but annually in any 
event. There is no question as to the justice of the demand for 
public reports, but there is good reason to consider, in each case, 
whether it is physically practicable to obtain the information 
necessary for accurate monthly or quarterly reports of earnings 
and balance sheets and, where it is not feasible to obtain it, 
whether accountants should recommend annual reports only. In 
many such cases in the past accountants have recommended to 
those in interest the practicability of monthly closings, assuring 
them that absolutely accurate results were not only possible of 
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attainment by certain systems of accounting, but that the expense 
of operating the systems would be more than offset by the infor- 
mation which they would furnish to aid the management in effect- 
ing economies in operations and reductions in the cost of output. 
The outgrowth of this desire, largely on the part of the outside 
interests, for frequent public information and the desire of the 
accountants to find means to supply it, resulted in the advent of 
the going cost system, the hand-maiden of monthly closings. 

In an article appearing in the April issue of THE JouRNAL, 
the statement is made in connection with factory accounting that 
“any cost system which does not dovetail with the factory and 
the general accounts is unworthy of consideration,”’ which is re- 
peated here only to show that going cost systems are advocated 
by some accountants pretty strongly. To operate such a system 
means that as many ledger accounts must be opened as there are 
kinds of product and, sometimes, as there are parts to such 
products. 

Every account must be charged separately with its prime labor 
and material, and its share of manufacturing expenses and the 
aggregate amount must balance with the total manufacturing 
charges against the plant for the period. Upon the completion 
of the different lots of articles, the amounts of the respective 
accounts are divided by the quantities produced and manufactur- 
ing costs per unit are derived and used in crediting the inventory 
accounts and charging the sales accounts with the costs of goods 
sold. A plant working on contracts would have a separate ac- 
count for each contract, or part of contract, and obtain costs in 
the same manner. However, the obtaining of costs is all that is 
accomplished by the going cost system toward preparing the way 
for the monthly profit and loss statement and balance sheet. After 
costs are gotten, the accounting in connection with monthly clos- 
ings is the same, no matter how the costs were arrived at, and 
this fact makes it pertinent to question in every case whether the 
extra work, expense and confusion of operating a going cost sys- 
tem is justifiable. It is frankly admitted that the going cost 
system is adaptable wherever a plant makes a limited variety of 
products, or is engaged upon contract work, and that it is often 
good business judgment, in such cases, to use the system. How- 
ever, when a plant makes a line of products varying in cost from 
month to month but very little, it is apparent that average costs, 
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once ascertained, would be safe to use for the monthly closings, 
and much cheaper to get. These average costs might be gotten 
by carrying all charges in separate ledger accounts for each kind 
of product for a few months each year, or by periodical tabula- 
tions outside the books. It would be a matter of choice in each 
case. 

Turning from the above described plants, with their compara- 
tively simple accounting problems, let us consider the many 
large plants whose products run into the thousands, which are 
not manufacturing goods on contracts, but for stock. It is not un- 
usual in the various metal, glass, leather, electrical and other 
trades to find a plant employing two or three thousand hands and 
making from five to fifty thousand different articles, counting 
different sizes and finishes. Often many of these articles are 
individually of small value and not able to stand much account- 
ing expense. Would any accountant who is a good business 
man advocate the adoption of a going cost system in a plant of 
this kind, and, if he did so recommend and induce the manage- 
ment to install such a system, could he in the end defend the 
resulting expense and confusion which would follow its opera- 
tion? The necessity for making out separate labor tickets or 
separate entries on time sheets for the productive labor operations 
on each article, or lot of the same article, adding each day thou- 
sands of entries to the number previously needed, would clog 
the orderdly progress of production, by requiring new and unpro- 
ductive clerical work of the workmen, or foremen. If new shop 
clerks were provided to do the work they would still worry the 
workmen, hinder production and be an added expense. I have 
never yet seen a plant of this kind where a flood of tickets going 
through the shops did not seriously disturb production, increase 
costs and arouse the personal hostility of the workmen and fore- 
men towards what they considered a red-tape system, calling upon 
them to largely assist in work of a clerical nature. 

In addition to the labor tickets would be the largely increased 
number of material tickets necessary to be issued on the stores 
separately for the different production orders. 

When all of these tickets reach the office, in their skeleton 
form, they are received by the small army of accounting clerks 
provided to handle them, and then the trouble begins in the office 
where it left off in the shops. First, the labor tickets must be 
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made ready for the payroll compilation. If the wages rates have 
already been inserted in the shops, they must be checked and 
thereafter the extensions and footings must be made and verified 
and the amount due each employee obtained and inserted on the 
payroll. Perhaps some workmen may have twenty or thirty 
tickets for their week’s work, and likely there is an average of 
from three to five tickets per employee per week. If the payroll 
is not delayed longer than a week, the employees are lucky. Then 
comes the sorting of the productive labor tickets and the material 
tickets, by cost accounts, for posting the amounts separately to 
the different cost accounts and afterwards the proper amount of 
manufacturing expenses, as determined by the different ratios, 
must be posted to each account. If statistics of the labor efficiency 
and material turn-over are required for the use of the manage- 
ment of the plant, as they usually are, then follows more sorting 
and more tabulations. 

What would all of this work mean to a plant whose products 
number, say 50,000, and which previously kept separate ledger 
accounts only for the different classes of products, perhaps num- 
bering fifteen or twenty? It does not seem excessive to say that 
the loss in shop efficiency and extra expense would amount to 
from sixty to one hundred thousand dollars per annum, and yet 
it is stated that such a system is the only one worthy of con- 
sideration. 

Let us consider for a moment other possible methods of get- 
ting costs and see if this statement is worthy of support. Taking 
a plant in the metal industry with 3,000 hands and approximately 
80,000 different articles of product, we find it has maintained for 
years a record of its piece rates and of the prices paid for its raw 
materials. In the case of productive labor, it is found that 80% 
is performed on the piece rates. Its records include a set of cost 
cards, one for each article. The material used in each article is 
listed on its card and followed with a list of the productive labor 
operations, in sequence. The material items are priced at aver- 
age costs, or last paid prices; the labor operations at piece rates 
to the extent of 80%, and at time rates for the remaining items 
and the sum of the two gives a prime cost, corresponding to the 
prime cost which a ledger account would show in the going cost 
system. In the going cost system we would get the prime cost 
by posting from the original tickets, involving the posting of 
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all the tickets for every article, day in and day out, every time a 
lot went through the plant. In each lot it would be found that 
the prime cost would vary somewhat, due to the difference in the 
cost of material and the fluctuation in the efficiency of the time 
labor, so that to get the cost of a given article for the period of 
a year, it would be necessary to get an average of all the lots 
made during the year, and that is just the information gotten in 
the short-cut method described. 

Which method would a sensible manufacturer choose, and 
which one is “unworthy of consideration” from a business and 
economical standpoint? The answer is that the practice of the 
plant described, and of dozens of others most prominent in their 
lines in this country, is the short-cut method of obtaining aver- 
age costs. On the other hand, numbers of large plants are 
struggling along under a top-heavy expense with going cost sys- 
tems and book inventories that are seldom in balance at the end of 
the year with physical inventories and have to be altered by ad- 
justing entries to take up discrepancies, thereby nullifying the 
accuracy of the monthly statements made during the year. Other 
large plants have gone through the experience of going cost sys- 
tems and book inventories and discarded them as impracticable 
and expensive. 

The efforts of some accountants to put plants of the kind 
described upon a monthly closing basis have led them into the 
advocacy of impracticable and expensive cost systems. Approx- 
imately correct profit and loss statements can be made up monthly 
without going cost systems, and in these kind of plants monthly 
statements within a reasonable percentage of accuracy are suffi- 
cient to guide the management until the end of the fiscal year, 
although they might be unsafe to issue publicly. 

It is admitted that there are a great many plants in which 
going cost systems and monthly closings are practicable of opera- 
tion, but there are many in which it is poor business judgment to 
introduce them. 
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By Roy Smith, M. C. S. 


IV.—SUPERVISION OVER THE ACCOUNTING IN FINANCIAL 
INSTITUTIONS. 


The supervision which the various state governments exercise 
over the accounting of the different financial institutions consists 
chiefly in certain periodical or special examinations by state offi- 
cials or agents and the requirement of reports to be made by the 
institutions to certain state officials or to the public. 

Inasmuch as each state has its own laws on this subject, and 
because of the large number of details involved in the law of each 
state, it will be impossible to treat the subject thoroughly as re- 
gards all of the states. On this account and in view of our limited 
space we have chosen to look somewhat carefully into the laws of 
one or two states, rather than to attempt a very extended ex- 
amination of the statutes of many states. And since the laws 
of most of the states are, in a general way, so far as our subject 
is concerned, very similar, differing chiefly in extent of 
supervision and in details, we do not feel that we would be repaid 
for attempting anything like an exhaustive treatment of the 
details of all the state statutes. 

It should be noted further that the statutes relating to 
“ monied ” or financial institutions are usually grouped together 
into one or two chapters termed “ Banks and Banking,“ “ Bank- 
ing Corporations,” or simply “ Banks.” As a matter of fact, 
however, many institutions which are not ordinarily included in 
the term “ Banks” are treated in such chapters in our statutes. 

For example, the general banking law of New York deals 
with “ Any monied corporation authorized by law to issue bills, 
notes or other evidences of debt for circulation as money, or to 
receive deposits of money and commercial paper and to make 
loans thereon, and to discount bills, notes or other commercial 
paper, and to buy and sell gold and silver bullion or foreizn coins 
or bills of exchange.” 

* Accepted by the Faculty of the New York University School of Commerce, Accounts 
and Finance in partial fulfillment of the requirements for the degree of Master of Com- 


mercial Science, 
+ Heydecker’s General Laws and Revised Statutes, 2d edition, article 1, section 2. 
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Thus it will be seen that the law in New York includes sav- 
ings banks, private banks, trust companies, building and mutual 
loan corporations or associations of different kinds, mortgage, 
loan or investment corporations, and safe deposit companies. 

The Pennsylvania law governing the “ Banking Department ”’ 
is even broader than that of New York. It distinctly states that 
“the commissioner of the said department shall take care that 
the laws of the commonwealth in relation to banks and banking 
companies, co-operative banking associations, trust, safe deposit, 
real estate mortgage, title insurance, guarantee, surety and in- 
demnity companies, and all other companies of a similar char- 
acter, savings institutions, savings banks, provident institutions 
and every other corporation having power and receiving money 
on deposit, and to mutual savings funds, building and loan asso- 
ciations, and bond and investment companies incorporated, or 
which may hereafter become incorporated, under the laws of this 
state, or incorporated under the laws of any foreign state, and 
authorized under the laws of this state to transact business there- 
in, shall be faithfully executed.” * 

The states are practically all alike in that they have in nearly 
every case provided for some means of official examination into 
the books and statements of at least a part of the banks and other 
financial institutions within their boundaries. In some states, 
such as Iowa, this duty of making examinations is directly under 
the supervision of the State Auditor. In most states, however, it 
has been delegated to some special board or officer. In Wiscon- 
sin this officer is called the “Commissioner of Banking;”’ in 
South Dakota the duty is delegated to the “ Public Examiner ;” 
in North Dakota it is entrusted to a “ State Examiner,” who in 
turn is responsible to the “ State Banking Board.” In New York 
and Texas the officer with the duty of examination of financial 
institutions is termed the “ Superintendent of Banking,” while in 
California, Idaho and Massachusetts he is the “ Bank Examiner.” 

There is a great variety in the name of the official or officials 
to whom this work of examination of banking institutions is en- 
trusted, but the chief practical difference in the various states lics 
in the extent to which the matter is left to the discretion of the 
officer or officers to which it is entrusted. In some states such 
duties and powers are fairly well defined in detail, while in others 

* Purdon’s Digest, 13th edition, vol. 1, p. 410. 
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they are stated rather generally, leaving a great deal tu the dis- 
cretion of the men who have the matter in charge. Another very 
important difference in the different states is in the matter of 
supervision over private banks. In some states private banks are 
closely supervised, while in others scarcely any state supervision 
is exercised. 

In New York the General Banking Law is placed in the charge 
of the Superintendent of Banks, who is appointed by the Governor 
for a term of three years at a salary of $7,000.00 per year. He 
must give a bond for $50,000.00.* In most states both the salary 
and the bond are much below this amount. The expenses of 
the work of the Superintendent of Banks are defrayed by the fees 
paid by the companies which he examines. 

The powers and duties of the Superintendent of Banks in 
New York in the way of making examinations of accounts is 
rather extensive. The law states that “every corporation and 
individual banker specified in Section 2 of this chapter 
shall be subject to the inspection and the supervision of 
the Superintendent of Banks. He shall either personally, or by 
some competent persons to be appointed by him, to be known as 
examiners, visit and examine every such corporation and individ- 
ual banker other than savings bank, at least twice in each year, 
and savings banks once in two years.”+ Furthermore he shall, 
by an order of court or whenever creditors and shareholders 
whose debts or shares amount to $1,000 demand it, make a 
special examination of any such company.t 

It will also be interesting to examine the New York statute 
as a fair example of the way in which the extent and efficiency 
of these examinations have been defined by our state legislatures. 
Section 8 of Article I. states that “on every such examination 
inquiry shali be made as to the condition and resources of the 
corporation, the mede of conducting and managing its affairs, the 
action of its directors, the investment of its funds, the safety and 
prudence of its management, the security afforded to those by 
whom its engagements are held, and whether the requirements 
of its charter and of law have been complied with in the admin- 
istration of its affairs; and as to such other matters as the super- 


oo 2 ere General Laws and Revised Statutes of New York, 2d Ed., Chap 37, 
2. 


+ Chap. 37, Art. I., Sec. 8. 
t Chap. 37, Art. I., Sec. ro. 
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intendent may prescribe. He shall have power in like manner 
to examine every corporation and individual banker specified in 
Section 2 (see above), whenever, in his judgment, its conditions 
and management is such as to render an examination of its affairs 
necessary and expedient.” * 

We see here upon a consideration of the above paragraph 
that a great deal is left to the discretion of the Superintendent of 
Banks. For example, it is rather indefinite to state that “ inquiry 
shall be made as to the condition and resources of the corporation, 
the mode of conducting and managing its affairs, etc.” Besides 
this, the Superintendent of Banks is left to examine into any 
“such other matters as” he “ may prescribe” and “ to examine 
every corporation and individual banker” “ whenever, in his 
judgment, its condition and the management is such as to render 
an examination of its affairs necessary and expedient.” 

Besides the power to examine New York institutions the 
Superintendent of Banks may also examine “every agency 
located in this State of any foreign bank or banking corporation 
for the purpose of ascertaining whether it has violated any law 
of the State and for such other purposes and to such other mat- 
ters as he may prescribe.” 

It will be of interest to remark in passing that the examiners 
in New York, as is the case in most states, have power to admin- 
ister oath and to compel the appearance of any such persons as 
they may deem proper for the purpose of any such examination. 

It will be noted above that the savings banks of New York 
are examined by state representatives only once in two years. 
The law provides, however, that a committee of not less than 
three trustees of a savings bank shall “thoroughly examine the 
books, vouchers and assets of such savings bank, and its affairs 
generally” every six months. Besides these semi-annual ex- 
aminations the trustees must cause to be taken every half year 
an accurate balance of their depositors’ ledger and must report 
any discrepancies between amounts due depositors, as shown by 
such balance, and amount so due as shown by the general ledger.} 

The laws of Iowa may be taken as an example of the less 
comprehensive type. Here the State Auditor has charge of the 
examination and reports of such financial institutions as state 


* Chap. 37, Art. I., Sec. 8. 
7 Art. 3, Sec. 128. 
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banks, savings banks, building and loan associations, and saving 
and loan asociations—both foreign and domestic—doing business 
in Iowa. In this state the auditor may, if he deems best, examine 
such institutions as often as four times a year. Furthermore, the 
law requires the Board of Directors of all state and savings banks 
to appoint a committee of not less than two from its own number 
to examine the condition and affairs of their banks at least every 
quarter and to report to the board. 

As in New York, so in Iowa the examiner may require oath 
and testimony of any officer; may compel the production of any 
book or paper and may revoke the charter of any association 
upon refusal to submit to such examination.* 

The second important way in which the state governments 
exercise supervision over the accounting of financial institutions 
is in the requirement of reports. In some cases we find that the 
law states very specifically what the report shall obtain. In 
other cases, however, only general satements are made in the 
statute requiring at least somthing that may be called a report, 
leaving the person who has the matter in charge to determine 
the extent and efficiency of such report. Usually the frequency 
of these reports is determined by law, but even this in some cases 
is left to the discretion of the state agent. 

Here again we may take New York as a fair example of what 
the states are doing along the line. The New York law states that 
“every corporation, individual banker, and trust company sub- 
ject to the provisions of this chapter (including savings banks, 
private banks, trust companies, building and mutua! loan corpora- 
tions or associations of different kinds, mortgage, loan, and invest- 
ment corporations, and safe deposit companies) shall make a 
written report to the Superintendent of Banks in such form and 
containing such matters as he shall prescribe.” In the case of 
banks or individual bankers such report must be made every 
three months; but savings banks, trust companies, and saving 
deposit companies need report only as to the condition of their 
affairs on the mornings of the first day of January and the first 
day of July. Co-operative loan associations, building and mutual 
loan corporations, and mortgage, loan and investment corpora- 
tions are required to report only once each year. 


Sec * Annotated Code of the State of Iowa, Title IX., Chap. 12, Sec. 1873, and Chap. 13, 
. 1904. 
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The Superintendent of Banks is left to prescribe what items 
and facts these reports shall contain in the case of all institutions 
in question except savings banks. In the case of savings banks 
the law specifically states: 


Such report shall state the amount loaned upon bonds and mortgages 
and the location of the mortgaged premises, as have not been previously 
reported, and also a list of such previously reported as have since been 
paid wholly or in part, or have been foreclosed, and the amount of such 
payments respectively; the cost, par value and estimated market value of 
all stock investments, designating each particular kind of stock; the 
amount loaned upon the pledge of securities with a statement of the secur- 
ities held as collateral for such loans; and amount invested in real estate, 
giving the cost of the same, the amount of cash on hand and on deposit 
in banks or trust companies, and the amount deposited in each; and such 
other information as the superintendent may require. Such reports shall 
also state all the liabilities of such savings corporations on the morning 
of the said first day of January and July; the amount due to depositors, 
which shall include any dividend to be credited to them for the six months 
ending on that day, and any other debts or claims against such corpora- 
tion which are or may be a charge upon the assets. Such report shall also 
state the amount deposited during the year previous, and the amount 
withdrawn during the same period; the whole amount of interests or 
profits received or earned and the amount of dividends credited to 
depositors, together with the amount of each semi-annual credit of inter- 
est, and the amount of interest that may have been created at other than 
semi-annual periods, the number of accounts opened or reopened, the num- 
ber closed during the year, and the number of open accounts at the end 
of the year, and such other information as may be required by the super- 
intendent.* 


The law further provides that “every such report shall be 
verified by the oath of the President and Cashier or Treasurer 
of such corporation or by such individual banker, to the effect 
that the same is true and correct in all respects, to the best of 
his knowledge and belief and that the usual business of such cor- 
poration or banker has been transacted at the location required 
by this chapter, and not elsewhere.” + 

In the case of building and mutual loan corporations the law 
requires that an annual report must be published and delivered on 
application to each shareholder setting forth a “complete and 
detailed statement of the financial situation and the business con- 
ducted since the issuing of its last prior statement.” tf 


* Chap. 37, Art. I., Sec. 20. 
Chap. 37, Art. V., Sec. ror. 
Chap. 37, Art. I., Sec. 20. 
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Thus we notice that while the law is very specific and de- 
tailed in the matter of some particular kinds of institutions, it 
trusts entirely to the discretion of the superintendent as to the 
reports of the rest. This characteristic is more or less common 
with the statutes of most of the states. 

The laws of Iowa cover in detail the reports required from 
state banks, savings banks, building and loan associations, and 
saving and loan associations. In reference to the state and sav- 
ings banks it states: 


They shall make each quarter a full, clear and accurate statement of 
the condition of the bank, verified by the oath of the President, Vice- 
President, Cashier, or Assistant Cashier, and attested by the signatures of 
at least three of the Directors, or verified by the oath of two of its officers 
and attested by two of the Directors, which statement shall contain: 

1. The amount of capital actually paid in; 

2. The amount of debts of every kind due to banks, bankers or 
persons other than regular depositors ; 

3. The amount due depositors, including sight and time drafts; 

4. The amount subject to be drawn at sight then remaining on 
deposit with solvent banks or bankers of the country, speci- 
fying each city and town and amount deposited in each and 
belonging to such bank; 

5. The amount of gold and silver coin and bullion belonging to 
such bank at the time of making such statement; 

6. The amount then on hand of legal tender and national bank 
notes and subsidiary coin; 

7. The amount of drafts and checks on other solvent banks, and 
other cash items not dishonored, then on hand and belonging 
to such bank; 

8. The amount of bills, bonds and other evidences of debt, dis- 
counted or purchased by such bank and then belonging to the 
same. 

9. The value of real or personal property owned by such bank, 
specifying the amount of each; 

10. The amount of undivided profits, if any, then on hand; 

11. The total amount of liabilities to such association on the part 
of directors thereof. 

Which statement shall be transmitted to the Auditor of State within 
ten days after the receipt of a request or requisition therefor from him, 
and by him filed in his office.* 


Besides the reports above prescribed the law provides that 
every three months the Board of Directors of state and saving: 
banks shall appoint a committee of not less than two from its 


* Annotated Code of the State of Iowa, Title IX., Chap. 12, Sec. 1872. 
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own number to examine the condition of the affairs of savings 
and state banks at least every quarter and to report the result 
of such examination to the board. Furthermore the auditor of 
the state has the power to call for special reports from state and 
savings banks whenever he deems it best to do so. 

The laws of Iowa seem also to be sufficiently specific in de- 
scribing the annual report required of building and loan and sav- 
ings and loan associations doing business in the state. It definitely 


provides : 


These associations shall on or before the first day of February of 
each year, file with the Auditor of State a detailed report and a financial 
statement of their business for the year ending the thirty-first day of 
December ‘next preceding, and such report shall be verified by the Presi- 
dent and the Secretary or by three Directors of the Association, and such 
reports shall show: 

1. The date when the association was incorporated and par value 
of each share of stock; 

The number of shares sold during the year; 

The number of shares canceled or withdrawn during the year, 

The number of shares in force at the end of the year; 

A detailed statement of receipts and disbursements showing 
especially from what source received and in what manner 
applied ; 

6. A statement of the assets and liabilities at the end of the year; 

7. The salary paid to each of its officers during the year; 

8. All foreign building and loan or savings and loan associations 
shall, in addition to the above, report the name of each 
shareholder of such association residing within the State 
of Iowa, together with the post office address of each, and 
the number of shares owned by each of said persons on the 
first of January preceding, and the cost value of each of said 
shares on said date.* 


One of the most important differences in regard to the super- 
vision exercised by the various states over banking institutions is 
in regard to private banks and bankers. Some of the states are 
abolishing private banks entirely. This is the case in Wisconsin. 
Other states, such as New York, Idaho, and others, subject pri- 
vate banks to about the same sort of supervision to which other 
financial institutions are subjected On the other hand, we find, 
as in the case of Iowa, that no sort of examination is made by the 
state of private banks, nor are they required to report to the state 
officials. 


YP b 


* Title IX., Chap. 13, Sec. ror4. 
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It is a noticeable thing, however, that each year more states 
are passing laws either bringing private banks more and more 
under the supervision of the state or abolishing them entirely. 
It seems very imperative these days that private banks be as 
carefully supervised as others, or that they be abolished. The 
writer knows of one case in which a private bank transacted 
business for thirteen years in Iowa without submitting to any 
sort of an independent examination and without issuing a report 
worthy the name. 

The general tendency of the legislation regarding financial 
institutions is toward greater efficiency and more care and fre- 
quency of examination and reports. For example, in 1905 laws 
were passed increasing the efficiency of the supervision in New 
York, Colorado, Washington, Utah, North Carolina, Michigan, 
Montana, Maine, Wisconsin and Pennsylvania. 

It would, no doubt, be of interest, if space would permit, to 
look also into the supervision exercised by the various states 
over insurance companies, associations and societies. Most 
states require a report annually or semi-annually from these com- 
panies, associations and societies, and also empower the Super- 
intendent of Insurance, or whatever officer is in charge of this 
matter, to visit such institutions periodically and examine into 
their accounts and records. Space, however, will not allow us 
to do more than make this reference in passing to insurance 
companies. 

(To be continued) 
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New York City’s Revision of Accounts and 
Methods.—Part III. 


By Haro.tp D. Force. 


Il. Leading Features and Installation.—(Continued). 


(c) CENTRAL CONTROL AND UNIFORMITY OF AC- 
COUNTING FOR ALL SUBSIDIARY OFFICES 
AND DEPARTMENTAL BRANCHES OF 
THE CITY. 


Space will not permit of complete description of all expendi- 
ture records to be kept in the Department of Finance, or Comp- 
troller’s office, where the central control and uniformity of ac- 
counting of all City Departments must centralize and produce 
the results which intelligent system can accomplish. A few of 
the leading features and forms only will be referred to. 

This office now takes the added responsibility of the 
first receipt and record of all Departments’ documents, re- 
ports of transactions, and all vouchered claims transmitted. This 
feature of the revised accounting procedure adds immeasurably 
to the facility with which accounting record takes place, with its 
consequent prompt Departmental control, and saves the former 
time-consuming methods required when claims, prior to being re- 
corded upon the regular books of original entry or of registration, 
were obliged to be first received by, and pass through the slower 
process of, the auditing bureau, as well as to await the preparation 
of warrants. 

All the principles of control and the same complete system as 
described for departmental accounting will be carried out in this 
central controlling office. The original documents must be the 
same, as they are received from the departmental branches. This 
gives the Comptroller’s office a complete file and record of all 
papers evidencing, in originals, every transaction occurring in the 
dependent Departments. In case of loss of any of these the books 
of registration will show all the necessary information. Entering 
of the departmental documents upon registers, and posting of 
documents to subsidiary ledgers, has also been put into practice. 
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Date oF SCHEDULE SCHEDULE OF VOUCHERS 
AND TRANSMISSION 


| 
WARRANTS } AMOUNT 
Date 
Date Dura- Date , Appropriations 
ed. el’d to oO. egis- aimant 
| No. | "No. | Date} Blof A. | | Audit tration 
Prior | Current 
Years} Year 
1909 
2 o|J. Smith 2 
6 an. 10|J. Smith C.D.D.1 
| 


| FIGURE I1 


REGISTER OF MISCELLANEOUS 


For DEPARTMENT OF 


WARRANTS 
| oucher Joucher tion Voucher 
No. | Sched: | pate | Del’d to | Rec'd from| of | No. | Date | Name or Cramant 
: No. | B. of A. B. of A. | Audit 
| 
| 

FIGURE 12 
APPROPRIATION LEDGER 
t 
t VoucHERS, ADJUSTMENTS AND CANCELLATIONS WARRANTS AND 
t Date | No eference 
: Warrant O. M. O. Pay Roll Date | No. 
t No. Contract and Miscellaneous Contract 

FIGURE 13 
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DRAWN ON CONTRACTS MonrTH OF 19 
or VoucHER | Invoices or CLAIMS Orpsrs Liguipatsp 
Adjustment to 
Special Invoice 
Revenue Stock Date | Amount * | All Other 
Bond Funds Funds Trust No. _ Added to Deducted No. Appeo. 
Invoice 
1909 
$200.00 I 5) $200.00 I $225.00 
1,100.00 2 an. 7| 1,100.00 2 1,200.00 
1,300.00 1,300.00 1,425.00 
VOUCHERS, DEPARTMENT OF FINANCE 
Amount oF VOUCHER 
Title or Number of A 
Account Chargeable c D 
Prior Years |Current Year 
—FINANCE DEPT. Bupcet No. 
No. 
CANCELLATIONS Contract LIABILITY Bupcet ALLOWANCES 
AND TRANSFERS 
Amount Closing Entries 
Estimated 
O. M. O. Pay Roll No. | Date 


and Miscellaneous Amount | No.| under! Over | Date [Ref. | Amount 
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There will be the same classes and divisions of expenditure 
registers for open market orders, contracts, miscellaneous claims, 
and for pay rolls, invoices, and vouchers. The monthly account- 
ing totals of the registers will, by journal, be similarly carried to 
the General Ledger for controlling accounts of appropriations, 
funds, and classes of transactions, showing, in grand totals, the 
balance and condition of all departmental expenditure accounts 
and encumbrances. 

Subsidiary ledgers for all classes of appropriation and fund 
accounts (similar to those described for Departments) will be 
kept by the loose-leaf system to contain the detailed record of 
charges against each of the Budget allowances and funds of each 
Department. These books enable the Comptroller to have on de- 
mand in his own office complete information of the exact condi- 
tion and history of each Department’s appropriations, each spe- 
cial revenue bond fund, and corporate stock and special and 
trust fund; the authorizations, issues and balances unexpended 
and unencumbered. The contract ledgers will show the condi- 
tion of contracts applicable to every department, and to every 
account under its exact code number. 

The General Ledger of the City will then also carry the con- 
trolling accounts for these subsidiary ledgers. The summary of 
all accounting transactions of the City will be represented upon 
this book, and when the income accounts are installed, from it 
will ultimately be taken an up-to-date Balance Sheet. 

In Fig. 10 is shown the Schedule of Invoices which has been 
reported to the Chief Accountant and Bookkeeper from a branch 
department (without invoices), being a copy of the departmental 
register and constituting the original document for the Depart- 
ment of Finance. The totals only of the schedules are registered 
here, and the schedules are later filed in binders. The monthly 
departmental reports verify these totals, and enable the Comp- 
troller’s office to set up its controlling account for Invoices Pay- 
able, and promptly follow up the delinquent departments. 

The Schedule of Vouchers (Fig. 11) is the form used by the 
large Departments for transmitting vouchers. Being a copy of 
departmental register pages, the same as the Schedule of Invoices 
above mentioned, it serves as a complete itemized record of 
vouchers drawn. 

After its totals only are entered upon the Registers of Voucher 
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Schedules, one book serving for all Departments (divided into 
Open Market Orders, Contracts and Miscellaneous Claims), and 
postings of the items from the vouchers to the subsidiary appro- 
priation and fund ledgers have taken place, both schedules and 
the vouchers accompanying them pass to the Bureau of Audit for 
verification, where vouchers and schedules part company, the 
latter returning to be also filed in binders. 

It will be seen from the form that all the facts affecting the 
departmental accounts are furnished by this schedule, which 
after entry, provides the monthly totals in the Department of 
Finance registers to liquidate the controlling accounts of appro- 
priations and funds, “ invoices payable,” adjustments, and liabil- 
ity reserves, similar to those in the various Departments where 
the schedules originate. 

The additional accounting control provided by the schedule, 
which control is used in the Department of Finance only, is that 
contained in the colunms for “Warrants” and dates of delivery 
to and receipt of voucher from the Bureau of Audit, shown by 
the form (Fig. 11}. Warrants are the City’s checks drawn in 
actual payment and liquidation of the vouchers, the record ap- 
pearing opposite to the latter upon the Schedules and Registers 
of Vouchers. When the vouchers have been properly audited and 
certified in the Bureau of Audit, warrants are made out there for 
them, and together are returned to the Chief Accountant and 
Bookkeeper’s office, where, after also scheduling on Warrant 
Schedules and entry on Warrant Registers, the warrants are 
entered opposite the voucher items to which they apply on Reg- 
isters of Vouchers, thus checking out and liquidating the voucher 
record and acting as a permanent cross-reference. Where the 
voucher items are recorded on the Registers, the columns show- 
ing the Bureau of Audit dates will be a record of, and act as a 
check upon the time required for the audit of the vouchers in the 
Bureau of Audit. 

The Register of Miscellaneous Vouchers, Department of 
Finance (Fig. 12), is given to illustrate one used for most of the 
vouchers transmitted from small City Departments and county 
offices, where much of the accounting done in the larger branches 
is unnecessary. 

No invoices column or “orders liquidated” are used, and A, 
B, C, D, represent the appropriations and funds drawn upon. 
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An important column, however, is that for “title or number of 
account chargeable.” Code numbers are used for all Budget 
accounts, and for all fund accounts, to insure a greater degree 
Z of accuracy in the designation of accounts by the mary clerks ; 
/ who transmit vouchers with little care as to accounting exactness. 

All the regulations described for vouchering and transmitting by 
. departmental clerks and others are important for the books of 
| the Department of Finance, as the latter must have exact account- 
q ing dates to provide for agreement of controlling accounts, and 
q must distinguish as carefully as to classes of transactions, appro- 
priations and funds, and segregate the departments with accuracy, 
| or accounting control would fail. 

An exhibit of the subsidiary, or appropriation and “fund” 
ledgers kept in the Department of Finance is shown in (Fig. 13). 
q They are most important books for controlling the details of 
accounting for all appropriations and funds drawn upon by every 

City Department, and great care is required in their keeping. 
There are legal requirements applicable also to these books, espe- 
cially those in relation to the contract liability chargeable to each 
| separate appropriation and fund account of each Department. 
. Ledgers are divided into the four classes of appropriations and 
funds mentioned heretofore. Accounts for each Department’s 
Budget or appropriation accounts are kept on these ledgers, and 
for each fund created by authorization and issue, and headings 
are similar in every respect to those exhibited for the Depart- 
ments (Fig. 7). The liquidating vouchers posted from the 
i schedules mentioned for all classes of transactions, segregated 
to show contract payments separate from the other three classes 
of open market orders, miscellaneous claims, and pay rolls, with 
cross reference to warrant numbers, are shown in one section. 
The Warrants, in items and with the same segregation, appear 
in a parallel section, liquidating the vouchers. Contracts are pro- 
vided for by number, dates and estimated amounts, as reported 
from the various Departments and certified in the Department 
of Finance. To provide for adjustments of estimated amounts 
of contracts, when warrants and vouchers are posted against 
them, a section for “under” or “over” figures is used. Unex- 
pended and unencumbered balances of appropriation and all fund 
accounts will be drawn off as described for Departments (Fig. 7). 
For showing the encumbrances of Open Market Orders, and of 
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Miscellaneous Claims, the monthly totals for these will appear in 
the General Ledger control accounts, being obtained direct from 
similar Register totals, journalized. They must agree with the 
summarized monthly reports of Departments, heretofore de- 
scribed, which have been received by and examined by the Expert 
Accounting Bureau. The departmental trial balances of appro- 
priation and fund accounts also compared and must reconcile with 
trial balances of the same accounts in the Department of Finance. 

The present Charter requires the Comptroller’s office to in- 
form the several Departments of the condition of their appropri- 
ation and fund accounts, monthly, as appearing upon the books 
of the Department of Finance, but fails to provide for the 
complete departmental reporting, now in practice, which, prop- 
erly carried out, insures a method of mutual comparison and 
agreement. 


(d) DISCOUNTING OF BILLS AND CLAIMS. 


The solution of the problem of discounting the City’s bills 
awaits only the complete execution of all the leading features of 
the Revision of Accounts and Methods relating to Expenditures. 
With the efficiency of labor increased, which is the demand of 
the times, as well as a sufficiency of it, execution of accounting 
machinery will be perfected to the degree demanded by the ends 
in view. 

When the time of transmittal of claims for payment tc the 
Department of Finance, and of record and audit there, has been 
reduced to days from the dates of their rendering, where it form- 
erly required months, the step to the obtaining of cash discounts 
is a short one. 

The accounting changes still to come, and awaiting legisla- 
tion, for the establishment of central purchasing control, and 
those for fixing responsibility for the handling of all City busi- 
ness, will add to the accomplishing of economic management for 
the City, of which cash and trade discounts are the logical sequel. 

The effect of corrective measures can only be seen by degrees, 
however, and the present financial administration must of neces- 
sity bear the burdens of the incompleteness of accounting of gen- 
erations past, and must continue to meet the unprovided for 
and unliquidated debts of predecessors. 

(Tc be continued) 
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Branch Store Accounting. * 
By J. R. SrracHan. 


Inherent in every merchant, be he small trader or whole- 
saler, is a tendency to take every precaution against being robbed 
of his cash, but can it be said that he takes equal care that none 
of his goods, wares and merchandise go astray? Of his money, 
whether in safe or at his banker’s, he causes an accurate record 
to be kept, and requires the cashier or bookkeeper not only to 
balance his cash book or bank book regularly, and show the 
amount of cash available, but he also expects that vouchers shall 
be on file for all expenditures in detail. Regarding merchandise 
it is usually quite different, and almost universally the merchant 
is satisfied when at the end of a specified period—usually the 
year—he is told that purchases of so many dollars’ worth have 
been made, that there are so many dollars’ worth remaining on 
hand, and, consequently, the cost of the goods sold must be the 
balance. It is exactly equal to balancing the cash book by taking 
the receipts for the term—say a year—counting the cash remain- 
ing on hand, and assuming that the payments during the year 
must be represented by what is shown as the difference. Or it is 
like the salesman who was sent on a trip with a certain amount to 
pay his expenses en route, and make accounting for same when 
he returned. The salesman kept accurate tabs on what he con- 
sidered his own personal matters, and turned in his expense 
account for the trip as the difference, without any details. What- 
ever he may have lost or squandered was all covered in the bulk 
sum of difference. 

In considering accounting of any description it is necessary 
to bear in mind that the accounts must be shaped for the business 
and not the business for the accounts. Self-evident as this propo- 
sition may appear, it is not always practiced. Every business, 
whatever its character may be, has its own particular needs and 
requirements in the matter of accounting, and the ingenuity of 
the accountant must be directed toward supplying such facilities 
in framing his books and forms as will best meet the needs of 
the particular business and adapting himself to its peculiarities, 
if any. Very few adventures in a business line will be found 
exactly alike. There will always be some little difference for 
which allowance must be made, and for the proper care of which 


* Copyrighted by J. R. Strachan. 
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plans must be laid out, and therefore the first thing to be consid- 
ered is, what does the proprietor want to know and what informa- 
tion he can get from his books will be of the greatest assistance to 
enable him to carry on his business most successfully. The 
business man who has facilities supplied by which he can know 
where the strong and weak points of his enterprise lie, can there- 
fore apply his energies where they will produce the best results 
and becomes the successful merchant, while the man who lacks 
this knowledge, many times proves a failure by reason of this 
lack, more than from the want of energy or business capacity. 


The scientific application of accounting so as to obtain the 
best insight to the details of any venture is a fundamental neces- 
sity in the present strenuous times, and the wise man will con- 
sider his accountant, not only as a compiler of results and statis- 
tician, but also as a direct assistant to him in shaping his plans 
and devising ways and means to overcome difficulties which 
under the old system of accounting seemed to be insurmountable. 
The accountant should make a study of the needs of his em- 
ployer or client and be able to discern the necessities of any 
business and point out a remedy for any defects.* 

The adaptation of accounting methods to accurately ascertain 
the results of adventures in branch establishments by a concern 
following such a line of business is a very urgent need and has 
been wonderfully overlooked by writers and teachers of account- 
ing science. ; 

When goods are forwarded to a branch store to be sold and 
disposed of by one who is an employee solely and has no 
financial interest in the concern, except such as is measured by 
the amount of his periodical stipend, and even when the goods are 
handled by a branch manager who has some actual financial in- 
terest, the plan of accounting should not only be such as to be 
satisfactory to the principals and enable them to know as much 
about the details of their branch business as they are supposed 
to know of their main house, but in simple justice and protection 
of the branch manager as well, the accounting forms and records 
should present every detail of information regarding the venture 
so as to enable all concerned to obtain exact knowledge of its 
progress or retrogression, and make accessible for ready com- 
parison the causes for the same. 

* Strachan’s ‘‘Cost Accounts,’’ London, 1003. 
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It is a very important department of accounting, and though 
presenting some novel problems, can be most simply and effi- 
ciently handled so as to show exact results in each branch at the 
end of any prescribed period. The plan herein described will 
not only give the exact results by the day, week, month, or any 
other period required, but provides means by which the proprie- 
tor, or home office, may have on record the figures in such a 
manner that they will present at any time desired the amount of 
investment in each branch, the gross and net profit and the details 
of expenses connected with each branch separately, as well also 
maintaining the exact equilibrium between the branches and the 
home office, and if desired, a thorough double entry system at 
both the branches and home office, by which the results may be 
tested and compared at either end of the line. 

The ordinary and usual direction given in text books on this 
department of accounting is for the home office to open an account 
on its books with each branch under the latter’s title, as for 
instance : “St. Louis Branch Store,” the same as if it were merely 
a personal account, and treat it on the home office books the 
same in all respects as though it were that class of accounts only ; 
charging the branch store account with all merchandise or other 
property sent to it from the home office, store or factory, as well 
as all goods bought for it and sent directly to it from the creditor, 
all goods the branch may buy on open account, and for which the 
principal is to pay, and for all cash or other values the principal 
house may send to the branch; then crediting each branch with 
all cash it may remit to the home office, all notes, etc., which may 
be received at the branch in liquidation of its open accounts with 
customers and sent in to the home office, and all goods the branch 
office may sell to or return to the parent house. Then at the end 
of the year, or other period, for which it is desired to know re- 
sults, the branch takes account of stock, or inventory, and dis- 
covers in the ordinary way whether a loss or gain has been made 
during the previous term and reports the amount to the parent 
house. 

The branch store account in the home office books is then 
debited with the net gain or credited with the net loss. If a 
net gain is reported by a branch, after debiting that particu- 
lar branch store with the amount of gain reported by it, the 
parent house credits this amount to its own profit and loss ac- 
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count, writing in the name of the branch store from which such 
gain is reported. If a net loss is reported by a branch store, the 
parent house reverses the above procedure and credits the branch 
store account with the amount of loss reported for the term 
and debits the corresponding amount on the home office books 
profit and loss account, writing in the name of the branch store 
} as explanation. Having completed this entry, whether a profit 
or loss has been reported, the difference between the two sides of 
the branch store account on the home office ledger, should show 
the present worth of the branch, or the amount the branch ought 
now to have credited to the parent house account on its ledger, 
which amount should just agree with the difference between its 
total liabilities and its total assets, excluding, of course, its ac- ' 
count with the parent house. 

The branches should render, according to arrangement, daily, 
weekly or monthly statements of all their purchases, sales, ex- 
penses, etc., which statements are filed away by the parent house 
simply as memoranda, no entry being made on the home office 
books, except it may be in a record book for the simple satisfac- 
tion of the principal in making comparisons of the increase or 
% decrease of the volume of the business at the several branches. 

Now, while the above, which is the gist of nearly all that has 
been written on the matter of branch store accounting, is all true, . 
and in the event that the entire responsibility of operation of 
each branch is to be left to the branch manager entirely, the prin- 
cipals being willing to wait till “stock taking” at the end of the 
year, or other period, to discover whether the branch manager 
| who has been “set up in business” for himself, shall “make good” 
and produce a profit, yet, in these days, it seems that some better 
use for the branch store reports can be found than merely filing 
them away to be glanced at occasionally or forgotten alto- 
gether, as in these reports, if properly arranged, may be found 
not only certain checks on the conduct of the branch during each 
current period, but also an absolute proof of the correctness of 
the work and a demonstration whether any value has been lost 
by depreciation or otherwise when actual inventory is taken at 
the end of a period. 

As an illustration of the plan, and a demonstration of the 
results, we will take the actual figures as they appear on the 
books of a fairly large manufacturing company, which operates } 
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a factory of its own, as well as several branches, located in differ- 
ent centers of industry, and we will endeavor to show by these 
forms and figures the working out in actual practice of the sys- 
tem by which the foregoing may be obtained. We will take then 
as the illustration the case of the St. Louis branch store. This ae 
branch has been in operation for several years, but at the end 
q of the year 1906, it was determined to apply our plan of account- 
q ing for branches, and accordingly, as inventory had been taken, 
2 showing that there was on hand at that branch the following 


assets, viz.: 


q 5.05 3-57 
$6,521.58 
Accounts receivable, outstanding........ $5,745-07 


the home office opened its ledger accounts in accordance with 

Forms No. 1 and No. 2. Branch Inventory Account (Form No. 1) 

is intended to be used for charging up the amount of the initial 

shipment of merchandise, fixtures, cash, and any other values in 

the nature of first investment in the venture, and is used for 

charging any further shipments of fixtures of other values of 

similar nature. This division of the account is simply for con- 

venience in the matter of enabling the home office to readily 

analyze the entire account with any branch store, and shows when 
posted the exact amount of merchandise and working capital at 
each branch store with which it begins business, and also, so as 

to keep better account of current shipments of merchandise, any 
| further advances of cash and the other details described hereafter, 
| in a separate account, called Branch Store Account( Form No. 2). 
These two forms (No. 1 and No. 2) could be consolidated into 
one account, called ‘Branch Store Account,” and all the results 
| be as easily accomplished, but the “Branch Inventory Account” ’ 
presents a most convenient medium when stock taking time comes 
+ 


and closing entries are to be made for a period, on which to make 
the closing entries, as well as before mentioned, to keep the cur- 
rent postings for the period separate entirely from the initial ones, 
As indicated then the Branch Inventory Account remains in the 
same condition after the initial entries until the end of the fiscal 
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period, all subsequent entries being posted to Branch Store Ac- 


count. 
ST. LOUIS BRANCH INVENTORY ACCOUNT 
1907 1907 
1 Jan. 1 Merchandise.... $4,933 85 || Dec. 31 Store, account. $3,760.60 
Fixtures....... 848.73 Mdse._.... 
‘ 568.01 Tools...... t 6893.24 
Sec. gt FOR... _ 4818.12 685.86 54 4.— 
1334.19 4-45 
1908 
Tools, ete... § 7°579-7° tr AS 
Form 1. 11334170 
ST. LOUIS BRANCH STORE 
1907 1907 
Jom. st $1,128.49 | Jan. 31 Sales... $1,860. 33 
Collections.... 1,869.85 Mdse. returned 7-55 
Dec. 31 Inventoryact.. 3,760.60 
$59,434.46 $59,434 46 
Form 2. 


From time to time the branch will make remittances to the 
home office, and these should be credited on the Branch Store 
Account, as well as any returned goods, so that this Branch Store 
Account at the end of each month will show only the complete 
record of transactions between the home office and each particular 
branch for that term. 

If the entire sales at a branch are made for cash only, the 
home office is prepared at the end of any month, or other term, 
to show the net profits at any branch store by having inventory 
taken, including amount of cash on hand, and closing in the ordi- 
nary way, viz.: Close the “Branch Store” account into corre- 
sponding “Branch Inventory” account, and after crediting the 
latter account with amount of inventory reported on hand, carry 
balance now shown on the latter account to the debit or credit 
of profit and loss account, as net profit or loss for that branch, 
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HOME OFFICE 


ST. LOUIS BRANCH STORE Dr. 
Checks Cash /Allowancse 
Analysis ot Some Office R Receipts to 
Ledger Accounts ship from ‘ustomers 
New York Customers te. 
Jan. + [Inventory (actual). $5,053 57 | 
| 
Jam. 1: /Cash on hand...... 568 $ 800 00] $ 971 30! $2,804 24) $ 4 63 
Jan. 31 wert 442 25 950 00] 1,707 93; 2,882 42) 52 00 
Feb. 28 523 48 900 1,612 64) 1,357 142 62 
Mch. 31 ‘ S panes 725 40 1,812 o1 1,044 84 8 77 
ge 404 16 
une 30 1,150 00] 2,199 09) 3,863 74 
uly 31 750 00} 1,446 33; 2,308 43 
mg. 31 = 841 50} 1,000 96) 1,758 31 
Sept. 30 nd 400 00 377 55} 3,758 55 
Inventory (actual) 6,803 24 é 
on hand..... 685 86 
$0,141 50| $16,501 35| $20,013 88) $1,017 13 
| $5,053 57 
Jes. x \Cash on 568 o1 
. 31 |Shipments from N. Y., 12 mos.| $16,501 35) 
|Local purchases 12 mos....... 2,314 15 
18,815 50 
“Less Returned to N. Y. 12 mos. 746 66) 18,068 84 
24,590 42 
“ on 685 86 7,579 10 
|Turnover or cost of goods sold.. 17,011 32 
$16,450 85 
|Receipts from branch custom- 
“| Allowances to branch custom- 
$30,031 of 
|Remitted to Home Office... ... 25,225 63 
Home Office..... 0,141 50 
” Local purchases 2,314 15, 6,827 35) 18,308 28 11,632 73. 
Net profit $4,818 12 
Form 3. 
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Cr. TABULATED FROM Brancn CasH Reports 
Mdse Local 
to Home Sales ue panache Branch Branch | Purchased, 
Office xpenses Labor Salaries Af ,| Inventory 
$ 4 $1,005 83) $2,784 50| $460 62} $101 98) $363 34) $ 75 $6,076 or 
4 %3 
162 88) 3,207 69, 2,596 83 350 58 164 57 309 34 87 37| 7,16 47 
52 
22 42) 3,969 34| 1,139 97 391 85 191 33 314 34 237 33 6,326 17 
142 62 
| 1 40| 2,904 21 250 00 287 17 7° 00 417 00 “4 13} $,3809 $f 
7 
64 3,240 42 
$2,316 15] purchases 
$746 66! $33,462 17! $25,225 63| $4,606 17| $2,227 00] $3,573 53| 8t.017 13} Allowances 
HOME OFFICE 
| Lepcer Account SuMMARY 
Dr. Cr. Gross Profit shown by ‘‘Turnover”’ $16,450 35 
Invent’y1]1| $5,053 57 
Cash 1/1 308 o1 shown by reports 17 
Receipts ones 35 Allowances shown by reports 1,017 13] 11,423 92 
—a, Net profit should be 5.026 93 
Sales’ Net profit as shown 4,318 
Cash 12/31 685 86 
Net profit 4,818 12 
$67,013 $67,013 56 
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and bring down the amount of inventory shown as the new bal- 
ance on the Branch Inventory Account to begin a new term. 

_ By taking into consideration in inventory cash on hand at the 
branch when closing, and including in the inventory all assets, 
merchandise, fixtures, furniture, etc., the home office has the 
means by which to show the exact net profits of the branch for 
the term. Gross profits could be ascertained by adding the 
amount of the columns headed Laber, Salaries and Expenses 
as per Form No. 3, in branch reports, to net profits as shewn 
above. 

Later on it will be demonstrated how, through the medium of 
these reports, there may be maintained at the home office a posi- 
tive check on the correctness of the amount of inventory reported 
on hand at any branch. 


ST. LOUIS ACCOUNTS RECEIVABLE 


1907 1907 
Jan. 1 Balance....... $5,745.07 31 Collections.... . $1,869.85 
1,860. 33 eb. 28 2,260.34 
1,567.67 || Mch. 31 2,436.22 
Mch. 31 2,915.13 1,053.61 
2,904.21 Balance....... 9,176.23 
Jan. 1 Balance.......§ 9,176.23 
Form 4. 


As the branch store under consideration has to conduct its 
business on a basis of partly cash sales and partly charge sales, 
then what is in the nature of a new element is introduced and one 
which invests this system with an added importance. In order 
to provide for this feature, it will be noticed that the amount of 
Accounts Receivable at the branch was posted to the Dr. of 
St. Louis, Accounts Receivable (Form No. 4, $5,745.07. This 
account will be handled in the same way as an ordinary personal 
account, and provides the means by which to take into the home 
office trial balance such amount each month as may be outstand- 
ing in each branch. It also provides the medium through which 
the home office may keep correct tabs on the credit sales of each 
branch, and note whether the branch manager is careful or 
otherwise in opening charge accounts with his customers, and if 
he keeps such as are opened well in hand and collected. 
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By reference to report Form No. 5, it will be seen that each 
branch will make reports at stated periods, giving amount of 
sales for the previous period, together with amount of collections 
from customers for the same period, and showing also the details 
of the latter, viz.: how much in cash, how much allowed for dis- 
count or deductions, and how much for returned goods, if any 
accounts be settled or partly settled that way. In other words, it 
shows the total sales at the branch, on the debit of this account, 
and the total amount credited to customers on the credit side, 
which would increase or reduce the amount of the accounts re- 
ceivable outstanding on such branch books, making of this ac- 
count, as before indicated, simply a personal account on home 
office ledger in the nature of a controlling account for each branch 
store’s “charge sales.” 


SUMMARY REPORT. 
St. Louis BrancH Store For APRIL, 1908. 


Credit accounts outstanding April 1................. $8,229.76 
Outstanding accounts, April 30, 1908................ 10,080.36 


$11,133.97 $11,133.97 
Details of above receipts: 


Cash as per cash report (see Form 9).............. $1,044.84 
3.00 
$1,053.61 

Form 5 


When this report is received at the home office an entry must 
be made crediting the “Branch Accounts Rec.” account with the 
amount of the total receipts at the branch shown on the report, 
and charging the “Branch Accounts Rec.” account with the 
amount of the total sales for the period covered by the report. 
The reverse of the above entries should be made on the “Branch 
Store” accounts, charging the amount of total receipts for the 
period and crediting the amount of the total sales. See Form 
No. 6. 

It is readily seen that when the posting of these cross entries 
is completed on the home office ledger in its St. Louis Branch 
Account and St. Louis Inventory Account, there appears all the 
matter necessary to show the complete transactions during the 
term current between the parent house and the branch store. 
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On these accounts in home office is now shown, on the debit side, 
the shipments of goods which will be turned into sales, stationery, 
and other effects which will probably be extinguished as expenses 
of the branch, and also such amount of cash as has been advanced 


JOURNAL CROSS ENTRY. 


St. Louis accounts receivable......................6. $2,904.21 

Boston accounts 

Philadelphia accounts receivable.................... 

Chicago accounts 

New Orleans accounts receivable................... 

London accounts receivable.................. 
$2,904.21 

Sales for current month as per report (see Form 

No. 5): 

To St. Louis accounts receivable.................. $1,053.61 
To Boston accounts receivable.................... 

To Philadelphia accounts receivable.............. 
To Chicago accounts receivable................... 
To New Orleans accounts receivable.............. 
To London accounts receivable................... 
Collection receipts and allowances for month as per 


to the branch from the home office, and which also will be pre- 
sumably expended for expenses, rent, salaries, purchases of local 
merchandise, etc., and lastly, we have charged the branch with its 
total receipts from customers; while on the credit side has been 
entered all remittances the branch has made to the home office, 
all credits for goods returned for any reason, any deductions of 
any kind, and, lastly, the amount of total sales made by the 
branch. This being so, it is now only necessary if it be desired to 
determine the net profits, to have taken the inventory of assets 
carried at the branch, including amount of cash on hand, and 
when handled in the same manner as described for a branch doing 
an entirely cash business, amalgamating the corresponding 
“Branch Inventory” account, show as before the actual net profits 
of that branch. 
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The branch accounts receivable remaining open on the branch 
ledger appear as assets on the branch trial balance in detail and 
the summary amount appears on the trial balance of the home 
office. The cross entry described pertaining to this item, simply 
takes the amount of these accounts receivable out of the “Branch 
Store” account on the home office books, and prepares this latter 
account to show the net profits, but does not in any manner de- 
stroy the equilibrium existing betwen the home office ledger and 
the branch store ledger. 


ESTIMATE OF STOCK ON HAND. 
St. Louts Brancu, APRIL 30, 1908. 
Specify such goods as are large enough, or in cases, 


or as may be designated separately................ $2,295.00 


Should any local purchase have been made and not paid for Ryn St 
month, the amount of such should be deducted from this estimate, as their 
complete settlement would merely reduce the amount of cash on hand, as 
shown on report from No. 2. 

Form 7. 

In case any of these branch accounts receivable should prove 
doubtful or bad, the amount of such should be treated according 
as it is desired to have the branch or the parent house assume the 
loss in either of two ways, viz.: If the branch must assume the 
responsibility (and that certainly seems to be proper), then a 
journal entry on the home office books should be made, charging 
“Branch Store” account with the amount and crediting the same 
to the “Branch Accounts Rec.” account in the same manner as if 
the bad account had appeared among the receipts reported for the 
current month. This takes it out of the balance of the accounts 
receivable at the branch, but retains it as a charge against that 
branch to be overcome by future profits, and should be carried on 
the branch ledger in a “Suspense Account” until closed out in the 
ordinary way at the end of a period, when it should be included, 
of course, as a part of the expense or cost of doing business at 
that branch. 

If the parent house decided to assume the responsibility of the 
bad debts, then the entry should be made on the home office 
ledger, charging its own profit and loss account or suspense 
account, with the amount, and crediting “Branch Accounts Rec.” 
account. In this case the branch would charge the home office 
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Branch Store Accounting. 


account in the ledger and credit the party or concern. In both 
cases the amount in detail of branch open good accounts receivable 
would, of course, agree with the balance shown on the home 
office ledger of “Branch Account Rec.” accounts. In the first 
case it would count against the net profits of the branch, while 
in the second it would not affect the branch house profits, but 
would count against the profits of the home office. 

Should it be thought best to avoid the keeping of more than 
one account in the home office books to show the net results of 
the branch store venture, the two accounts, viz.: “Branch Inven- 
tory Account” and “ Branch Store Account,” may be readily 
combined in such a manner as to present all of the information 
in one account, and at the same time provide for obtaining such 
statistical facts as shown by the record from No. 4. It would 
be necessary, or at least more convenient, to have the ledger page 
specially ruled, giving two pages to each branch account, the 
debtor page being the left-hand and the credit page the right- 
hand, and so provide ample space for the bookkeeper to make his 
entries in special columns as the accounts are posted, and so also 
enable him not only to show the total debits and credits of the 
account as readily as on an ordinary personal account, but he 
could show the statistical results without reference to any other 
book or records, in so far as net profits or losses are concerned. 
(See Form No. 8.) 

The loose-leaf ledger offers the best plan for this, where the 
ruled forms may be adapted to any set of requirements, or if a 
bound book of the ordinary style is made use of, the debit and 
credit pages may be ruled up to meet the demands. The form 
given herewith will illustrate what would meet the ordinary re- 
quirements in this regard. It will be noted that the first debit 
column provides for handling the inventory at starting, and should 
be reserved with no further postings during the year or term, 
unless where more investments of a permanent nature are made, 
such as purchase of machinery, furniture or fixtures, or real 
estate, when such investments may be posted into this column, 
and so allow the remaining columns to be handled separately as 
a trading account, and show by them the progress of the business. 
Of course, at the expxiration of any term, it would be necessary to 
carry into the total footings on the debit side, the amount of this 
column, in a manner similar to closing a columnar cash book or 
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St. Louis Branch Store Cash Receipts. 
From Cash | Home 
Customers | Sales | Office Totals 
Office Rent........ 
Balance 427.62| 427.62)||Electric Light ..... 
Smith 212.60 Telephone......... 
Brown 136.00 GOB... 
Jones 134.64 
| etc. 
Crane & Co........ 
Hubbell & Co...... 
S. L. Emmaus, etc.. . 
|Traveling Expense, 
McMahin, etc...... 
1,008 .97||Delany ........... 
Cash Sales 35.87 35.87 
1,008.97] 35.87 427.62| 1,472.46 
35-87 
1,044.84 Balance in Bank... . 
1,472. 46||Balance in Safe .... 
Form 9g 
| 
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Cash Payments Month of May 


Home |_ Local General |) shor | Sal Petals 
Office |Purchases Express Expenses y 
250 
3-75 
4.58 
4-05 
21.35 
6.00 3 
7-50 82.84 
6.17 = 
7-37 4 
3-75 3 
1.86 
8.33 44-13 
2.60 
27.00 
23.95 
40.85 
5-40 
1.90 99.10 
74.00 
93.00 & 
250.00 417.008 
70.00, 70 
250.00 44.13} 105.23 99.10 70.00) 417.00) 82.84) 1,068.30 © 
99.10 2 
82.84 343-05 
61.11 
$343.05 287.17 
1472.46 
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journal, at the same time carrying into the credit side the amount 
of inventory at closing, bring down the latter amount for the new 
balance in the ordinary way in the inventory column to begin a 
new term. 

Should it be thought best not to have the branch manager 
know the net results by his own books, it would not be necessary 
to have him carry on his ledger any account of the investment in 
his branch, but keep this record in the home office books only, the 
branch books being kept only to show the credits to home office 
for goods shipped to him and to charge such cash as remitted to 
home office, and any return goods or other values, and, of course, 
the usual personal accounts with his customers if credit sales be 
made. 

This system will demonstrate also if there is any shortage 
or Overrun in inventory at each branch through the medium of 
the statistical record kept at home office. The gross profit being 
ascertained by the usual method of adding to the amount of the 
inventory at beginning such shipments as have been made during 
the term and deducting amount of inventory at closing will show 
the turn-over for the period, which, deducted from gross sales, 
will show the gross profits. Then, having by the monthly reports 
a record of all expenses, this latter amount deducted from the 
gross profits, should naturally show the net profits. If this 
amount does not agree with the net profits shown above, it will 
indicate that the branch inventory is either too much, or too little, 
according as the difference is, more or less. 


The system as here described assumes that the branch mana- 
ger will be entrusted with handling the cash on his own respon- 
sibility, and will be a person having the full confidence of his 
principals. | When a person is employed in the capacity of a 
branch manager, who has not this degree of confidence, slight 
modifications of non-essential details may be introduced without 
in the least changing the efficiency of the system. For instance: 
If it were thought best to have all bills paid at the home office, 
that could readily be arranged for without difficulty, or should 
it be thought best to have all moneys of each branch deposited in 
the local bank, subject to check by the home office only, or if 
no local purchase at all be allowed, or if all salaries, expenses, 
etc., be paid by home office, then all the essential points of this 
system can be made applicable by slight changes in the details. 
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EDITORIAL. 
The Proposed Corporation Tax. 


A most serious defect of our political system has received 
striking illustration at Washington during the last few weeks. 
In response to what seemed to be a general demand for a revi- 
sion of the tariff, upon which the Government depends for a 
large part of its revenue, the Republican leaders in both houses 
of Congress have ostensibly sought to frame a bill which would 
satisfy both producers and consumers, and have encountered 
vigorous opposition within the ranks of their own party. The 
final result, whatever it may be, will be a compromise, and will 
be satisfactory to nobody except the particular classes of pro- 
ducers whose articles are protected by a high tax. Whatever 
one may think of the merits of a protective tariff, we cannot see 
how anyone can refuse to admit that our method of constructing 
the schedules is about as bad as it could be. Where there should 
be thorough investigation, complete information, and calm, im- 
partial deliberation, we have ignorance, confusion and impotent 
wrangling. Since we cannot throw responsibility on the cabinet, 
as is done in England, Canada, and other British dependencies, 
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we certainly ought to do the next best thing and throw as much 
as possible of the burden of tariff revision upon a properly consti- 
tuted commission. 

Out of the hurly-burly of the tariff discussion, to which the 
people as a whole gave little attention, for they could not under- 
stand it, suddenly appeared the President’s clear-cut proposal 
for a corporation tax. The President doubtless knows as well 
as anybody else that his proposal is a most serious one, and that it 
really ought not to be a matter of legislation until it has been 
subjected to the most expert criticism the country affords. The 
tax raises some difficult questions in accounting, public finance 
and economics, and these questions ought to be well understood 
in Congress and among the people before the tax is imposed by 
law. But the situation would not permit the President to wait. 
Being himself convinced that the tax was a just and lawful one, 
that the Constitution did not forbid it, and that the Government 
would need the revenue it would produce, he was tactically justi- 
fied in hurling his proposal into the tariff debate. Not until after 
the federal corporation tax has become a fact shall we know much 
about its merits and defects. 

We are glad to note, however, that the accounting profession 
has been quick to perceive its duty and to act accordingly. We 
print in this number of THE JourNAL a circular letter addressed 
to Congressmen, and signed by twelve prominent firms of New 
York City accountants. This letter, the reader will notice, says 
absolutely nothing about the corporation tax per se, but calls 
attention to certain crude accounting errors in the form of the 
bill. These are such, the letter clearly shows, as to render some 
of the provisions of the bill “absolutely impossible of application,” 
while other provisions of the bill “violate all the accepted princi- 
ples of sound accounting.” As a result of this letter it is quite 
probable that the bill will be amended as suggested, and the 
accountants who have signed this letter will deserve the hearty 
thanks, not only of the perspiring lawmakers at Washington, 
but also of business men in all parts of the country. 

It is a pity that economists and experts in public finance can- 
not be heard from with equal promptness. 
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The English Registration Bill. 

In this number of THE JouRNAL we publish a memorandum 
issued by the Council of the Institute of Chartered Accountants 
in England and Wales to its members, giving a summary of the 
most important provisions in the bill which has been introduced 
into the House of Commons to provide for the registration of 
professional accountants in England and Wales, and for other 
relative purposes. The introduction of this bill, which is the 
joint product of the Institute of Chartered Accountants in Eng- 
land and Wales, and the Society of Incorporated Accountants 
and Auditors, and is said to be accepted not only by the members 
of these two societies, but also by the President of the Board of 
Trade, marks a great step in advancement for the profession of 
accounting in Great Britain. During the past ten years many 
attempts have been made to bring these two societies together, 
but for one reason or another until now they have been unsuc- 
cessful. There can be no doubt that the restriction proposed by 
the bill of the practice of accounting to those who are regis- 
tered in accordance with its provisions is a matter of very great 
importance not only to accountants themselves but even more so 
to the general public, who have to rely largely upon their cer- 
tificates. The restrictions proposed by the bill are of peculiar 
interest in America at the present time by reason of the hostile 
attitude of the press in some of the western states to similar 
restrictions either proposed or incorporated in the Certified Pub- 
lic Accountant Laws of those states, and the memorandum of 
the Institute and the important sections of the bill itself, which 
we also publish, should be carefully studied by those who are 
attacking similar provisions in this country. 

There are two provisions in the proposed law of special 
interest at the present time. Section 4 provides among other 
things that there shall be entitled to be registered under the act 

Any person who is now or shall hereafter become a member of any 
Institute or Society of Professional Accountants incorporated or duly 
constituted under the laws of any British Colony or dependency (including 
India) or of any territory administered under Royal Charter or under the 
laws of the United States of America, membership of which is considered 
from time to time by the Committee in their absolute discretion having 
regard to all the circumstances to be a proper qualification, and who shall 
give notice in writing to the Committee of his intention to practice as a 
Professional Accountant in England or Wales. 
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This clause grants to practicing accountants in the United 
States the same privileges under the registration bill if they 
wish to practice in England or Wales as have already been 
granted under the Certified Public Accountant laws of certain 
states to members of the Institute and the Society who may wish 
to obtain a degree in those states. ; 

The other provision which is of interest is that relating to the 
admission of women to the register, which, it will be noted, has 
induced the Institute of Chartered Accountants, always a most 
conservative body, and the Society of Incorporated Accountants 
to provide for the admission of women to the Institute and the 
Society respectively, under the same terms and conditions as are 
at present accorded to men. 

We know, of course, nothing about the opposition the bill 
will have to meet in Parliament, but we suspect that outsiders 
will strongly obejct to the plenary authority which the act gives 
to the Councils of the Institute and Society. These two bodies 
elect the committee which is to decide whether or no a person 
may be registered as a “professional accountant”; and if either 
the Institute or the Society reject a candidate for membership 
in their body, the registration committee may on this account 
alone refuse to register him under the act. Such a person, if he 
thinks his case a good one, may then appeal to the High Court. 
This may be the best possible arrangement in England and Wales 
on account of the high and well-known standing of the Institute 
and Society, but in the United States a bill proposing to permit 
a state society of accountants to decide who shall practice as a 
public accountant would not have a ghost of a chance. 

We hope the day is not far distant when it will be just and 
advisable for certified public accountants in this country to seek 
legislation which will bar any man from practicing as a public 
accountant who has not proved his fitness and received a cer- 
tificate from the state in which he wishes to practice. The Eng- 
lish bill contains such a prohibition, and we certainly hope it will 
become the law. 

It appears that a registered accountant who is not a member 
of any incorporated society would have to content himself under 
the terms of this act with the initials P. A. to indicate that he is 
a professional accountant. There will be no reason, we sup- 
pose, why he could not call himself an R. P. A., or possibly even 
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a C. P. A. if the English courts should hold that the words 
“certified” and “registered” were practically synonymous. 


The women of the United States would certainly take excep- 
tion to one suggestion in the Institute’s memorandum. “ Female ” 
seminaries were dropped from Uncle Sam’s vocabulary many 
years ago, and “ Institute of Female Accountants ” would never 
get into our dictionary. The word “female” is a very service- 
able ame in zodlogy, but is taboo in a classification of men and 
women. Why not an “ Institute of Women Accountants?” 

We recommend the study of the provisions in this bill to allf 
members of the profession, and are sure that they will join with 
us in wishing it a speedy passage through Parliament. 


Live Accountants in Winnipeg. 

During his recent trip to Canada to study the banking system, upon 
which he is to make a report for the United States Monetary Commission, 
Dean Joseph French Johnson of the New York University School of Com- 
merce, was most pleasantly entertained at luncheon in Winnipeg by mem- 
bers of the Chartered Accountants’ Society of Manitoba. The following 
members of the society were present: President D. A. Pender, Secretary 
W. A. Henderson, Mr. C. D. Corbould, Mr. S. R. Campbell, Mr. C. R. 
Hegan, Mr. William Ramage, Mr. W. S. Ronald, Mr. H. Swinford, Mr. 
John Scott, Mr. F. C. S. Turner. Dean Johnson says that the accountants 
of Manitoba seem to be “ live wires” and are making a determined effort 
to have their university establish a school for the training of public ac- 
countants The period of industrial depression which followed the panic 
of 1907 in the United States did not appear, according to Dean Johnson, 
to have done much damage in Western Canada. The accountants at Winni- 
peg were busy, there were no “for rent” signs in either business or resi- 
dnce sections, and everybody was confident of very prosperous years in the 
near future. 


Accounting Errors in Corporation Tax Bill, 


Following is a copy of a letter which has been sent to each member of 
Congress in reference to the proposed corporation tax: 

New York City, July 8th, 1909. 
Dear Sir: 

On reading the text of the proposed corporation tax law, as reported 
in the Commercial and Financial Chronicle of July 3d, 1909, we have 
formed the opinion that some of its provisions are absolutely impossible 
of application, and others violate all the accepted principles of sound 
accounting. 

Under the third clause it is provided “ that there shall be deducted from 
the amount of the net income of each of such corporatons, 
ascertained as provided in the foregoing paragraphs of this section the 
sum of $5,000.00, and said tax shall be computed upon the remainder of 
said net income of such corporation . . . . for the year ending De- 
cember 3ist, 1909, and for each year thereafter, and on or before the 
Ist day of March, 1910, and the 1st day of March of each year thereafter, 
a true and accurate return under oath or affirmation of its president,” etc., 
etc. 

In connection with this clause we would call attention to the fact that 
as you are no doubt aware, the fiscal year of a number of corporations is 
not and for business reasons cannot be the calendar year, and conse- 
quently, having in mind that in such cases an inventory was not taken at 
the beginning of the calendar year 1909, it is and will be quite impossible 
for any business, corporation or institution, whose fiscal year does not 
terminate with the calendar year, to make a true return of its profits as 
required by the proposed law. 

Under clause 1 the tax is to be charged upon the “ entire net income,” 
and the net income is to be “ascertained by deducting from the gross 
amount of the income . . . from all sources,” 

(1) “ Expenses actually paid” 

(2) “Losses actually sustained ” 

(3) “Interest actually paid” 
in each case “ within the year.” The words “actually paid” convey, and 
it is to be presumed are intended to convey actual disbursements out of 
the treasury. 

The proper deductions should be: 

(1) Expenses actually incurred because the payment is not necessarily 
made in the year in which the expense is incurred; 

(2) Losses actually ascertained because losses may be incurred and the 
amount not be ascertained until a subsequent period; 

(3) Interest actually accrued because interest is never paid until the 
end of the period during which it accrues, and the interest accrued is the 
proper charge against income. 

In clause 1 the bill refers to “ net income received ;” in clause 2 it refers 
o “gross income” without the addition of word “ received ;” in clause 3, 
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paragraph 3, it refers to “gross income received.” There is here a com- 
plete confusion between income and income received, which can only lead 
to endless complication. 

Two methods may be adopted for taxation purposes, either 

(1) To tax the difference between actual cash receipts on revenue ac- 
count and actual cash payments on revenue account, which difference will 
seldom if ever represent the profits of a manufacturing concern; or 

(2) To tax profits made up in the ordinary commercial way, namely, to 
ascertain the gross income earned whether received or not, and to deduct 
therefrom 

1. Expenses actually incurred during the year whether paid or not; 

2. Losses actually ascertained and written off during the year whenever 
incurred ; 

3. Interest accrued during the year whether paid or not; 

4. A reasonable allowance for depreciation of property; and 

5. Taxes. 

As accountants actively engaged in the audit and examination of a num- 
ber of varied businesses and enterprises, we unhesitatingly say that the law 
as framed is absolutely impossible of application, and would suggest that 
in the said clauses 1, 2 and 3 of paragraph 2, the words “actually paid” 
and “actually sustained” be changed to read “actually incurred” and 
“actually ascertained,” and that the third clause be changed to read so 
that the return will be based on the last completed fiscal year prior to 
December 31st in cases where the fiscal year of a corporation is not the 
calendar year. 

Yours very truly, 


Detortte, PLENDER, GrirFitHs & Co., Gunn, RicHarps & Co., 


49 Wall Street. 43 Wall Street. 
Price, WATERHOUSE & Co., Epwarp P. Moxey & Co., 

54 William Street. 165 Broadway. 
Haskins & SELLs, Geo. H. Cuurcn, 

30 Broad Street. 55 Wall Street. 
LysraNnp, Ross Bros. & Montcomery, Barrow, Wapbe, GuTHRIE & Co., 

165 Broadway. 25 Broad Street. 
Wivxinson, Reckitt, WittiAMs & Co., Loomis, Conant & Co., 

52 Broadway. 30 Broad Street. 

Nites & NILEs, Marwick, MitcHet & Co., 

111 Broadway. 79 Wall Street. 

California. 


Certified public accountants of San Francisco, according to the San 
Francisco Chronicle, have formed a round table, which will hold monthly 
meetings and give dinners in a effort to promote good fellowship among 
the profession. George R. Webster will be the host at the July dinner. 
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Bill for Registration of Accountants in 
England and Wales. 


A self-explanatory official circular, addressed to the members of the 


Institute of Chartered Accountants in England and Wales and recently 
issued, reads as follows: 


Various representations having been made from time to time by 
Provincial Societies of Chartered Accountants advocating the principle 
of Registration, the council, after consideration of the questions involved, 
communicated with the Council of the Society of Incorporated Acountants 
and Auditors, and several conferences have since taken place between 
committees of the respective councils, with the result that a bill for the 
registration of persons practicing as professional accountants in England 
and Wales has been drafted by their solicitors, a copy of which is enclosed 
for your consideration. 

The bill (inter alia) in effect provides as follows: 

(1) That the following persons shall be entitled to be registered under 
its terms: 

(a) All present or future members of the institute, or of the society, 
on giving notice of their intention to practice in England and Wales. 

(b) Any person who within six months gives notice and within twelve 
months of its passing proves that he was in practice as a professional 
accountant in England or Wales at the time of the passing of the act. 

(c) Any present or future member of the Scottish or Irish Chartered 
Institutes or Societies who notifies in writing to the committee his inten- 
tion of practicing in England or Wales. 

(d) Any present or future member of an institute or society of profes- 
sional accountants incorporated under the laws of a British colony, or of 
the United States of America (membership of which may from time to 
time be considered by the committee to be a proper qualification), who 
notifies in writing to the committeee his intention of practicing in England 
or Wales. 

(e) Any person who does not come within the above conditions, on 
proof that he has served under articles to a professional accountant 
practicing in England or Wales, provided such articles commenced before 
the commencing of the act, and that he passes such examinations as the 
committee shall from time to time prescribe —(Sections 4 and 5.) 

(2) For the formation of a “ Professional Accountants’ Register Com- 
mittee ” to carry out the purposes of the act, consisting of fifteen members, 
nine of whom are to be appointed by the council of the institute, and six 
by the council of the society. The secretary of the institute is to be the 
registrar, and the register will be kept at the institute —( Sections 6 and 7.) 

(3) Should the committee refuse to register the name of a person 
applying for registration under the act, or to restore to the register the 
name of a person removed therefrom, an appeal from the decision of the 
committee is allowed to the high court—(Sections 11, 12 and 13.) 

(4) That no person whose name shal! not be on the register shall 
be entitled: 
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(a) To take or use any name, title, description, or addition, by letters 
or otherwise, stating or implying that he is a professional accountant, or 
that he is in practice as a professional accountant, or 

(b) To hold himself out to the public as ready to undertake for pay the 
business of a professional accountant, or to exercise any function pre- 
scribed by law as having to be exercised by a professional accountant.— 
(Section 18.) 


(5) And that: 


(a) A person not being a member of a chartered institute of the 
United Kingdom shall not use the description of chartered accountant; a 
person not being a member of the society shall not use the description of 
incorporated acccountant; nor shall any person not a member use any 
title, description, or initials implying that he is a member of the institute 
or of the society. 

(b) No person on the register (not being a member of the institute or 
of the society) shall use any title, etc., other than that of “ professional 
accountant” unless such title, etc., be approved by the committee.—(Sec- 
tions 19 and 20.) 

The council desire to point out to members that in order to carry such 
a measure through Parliament it is absolutely necessary that vested in- 
terests should be respected, and for this and other reasons they are advised 
that it is necessary to make provision in the bill, either that women shall 
be eligible for membership of the institute and of the society, or that 
provision should be inserted for admitting to the register members of an 
“institute of female accountants,” to be incorporated and provided for 
under the bill. 

Your council have carefully considered this point, and have come to 
the conclusion that the simplest and preferable course will be to admit 
women to the institute. 


Nebraska. 


A C. P. A. law has been enacted by the Nebraska legislature and has 
been approved by the governor. The board of examiners consists of 
John M. Gilchrist, of Omaha, chairman; State Auditor Silas R. Barton, 
secretary, and H. S. Wiggins, of Lincoln, treasurer. There are fourteen 
members of the Nebraska State Society of Accountants. 


Ohio. 
Mr. Leroy Parker has been appointed a member of the Ohio State 
Board of Accountancy to succeed Mr. J. S. M. Goodloe resigned. 
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Correspondence. 
Examiners and Publicity 


To the JouRNAL oF ACCOUNTANCY: 

As a member of a State Board of Accountancy, I am naturally inter- 
ested in your editorial under the above head in the March JourNAL. 

Our board has for some time had under consideration the matter of 
discontinuing the publication of its questions. We already refuse to allow 
candidates to carry away either working papers or questions, but have 
hitherto published the latter after making our awards. 

Speaking unofficially, and after six years’ experience as an examiner, 
I may say that I am in favor of following the example of Colorado, Con- 
necticut, and New Jersey, and for the following reasons: 

1. Our Board has been established and our questions have been pub- 
lished long enough, and we have had a sufficient number of examinations, 
to give prospective candidates all necessary information as to the standard 
and scope of our examinations. 

2. The papers of examining bodies throughout the country are avail- 
able in large quantities and are ample for all “coaching” requirements. 

3. The preparation of original questions becomes increasingly difficult. 
I see no reason why good questions should not be repeated. This cannot 
safely be done if the papers are published. 

4. Even examiners are human and deserve some consideration. Their 
work is practically gratuitous, and whatever honor may attach to their 
position is more than offset by the labor they have to perform and the 
kicks they receive from all quarters. If they can reduce their labors with- 
out any lowering of the standards of efficiency or without any injury to 
candidates, they are justified in doing so, and can do so by discontinuing 
publication and repeating some of their best questions. 

5. In those states where unfortunately the C. P. A. law does not 
include a practice qualification, the publication of questions has made it 
possible for men of small experience, by dint of judicious cramming and 
coaching, to make a good showing at examinations. To this extent, pub- 
lication has done more harm than good. A thoroughly practical and 
experienced man needs no published questions to indicate to him what he 
has to expect at an accountancy examination. 

So far as our own Board is concerned, we do not fear comparison or 
criticism, but Examining Boards do not exist for the benefit of profes- 
sional coaches or professional critics, and our actions will be governed 
by what we consider to be the best interests of the profession and of 
those immediately concerned, namely, bona fide candidates and the exam- 
iners. For my own part, I fail to see that any useful purpose will be 
served by the further publication of the questions of any of our examining 
bodies. 

It is to be hoped that the National Association of C. P. A. Examiners 
will have something to say on this subject. 
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There have been of late many criticisms of the examination system, 
but they have been of a destructive rather than of a constructive or sug- 
gestive character. Examiners would have more reason to be grateful to 
the critics if the latter would make some practical suggestions for the 
remedying of the evils which are alleged to exist. 

A great deal has been said as to the large percentage of failures, the 
inference being that examiners are unduly critical, or the papers too diff- 
cult or too “tricky.” 

I believe that the large number of failures is due mainly to a lack 
of efficiency in the candidates. Every accountant in active practice knows 
to his sorrow how difficult it is to obtain competent assistants. Is it not 
reasonable to expect that this condition will be reflected by examination 
results? Would it be remedied by “letting down the bars”? 

It has been remarked by some critics that examiners are disposed to 
draw upon their own experience when preparing examination papers. 
This is probably true. But what if it is? What better guide can exam- 
iners have in the preparation of practical questions than their own prac- 
tical experience? This is not said by way of defense of the “trick” 
question, but questions of this class are few and far between. 

I am free to say that I do not consider the present system of C. P. A. 
examination to be perfect. I would like to see it improved, and in com- 
mon, as I believe, with my brother examiners, will heartily welcome any 
useful suggestions that may be forthcoming from our friends the critics. 
Will not some of the latter, for instance, do the profession and the exam- 
iners the service of compiling what in their judgment is a model examina- 
tion paper, and supplement it by a model plan of examination and awards? 

One effect of the present style of criticism will, it is to be feared, be to 
discourage candidates by creating the erroneous impressions that exami- 
nations are designedly unfair and that examiners exist for the sole purpose 
of relegating meritorious candidates to obscurity. 


Yours very truly, 
EXAMINER. 


Shall We Have a Supreme Tribunal ? 


To THE JouRNAL oF ACCOUNTANCY: 


In reference to the interesting lecture on “ Earnings and Income” by 
Seymour Walton, C. P. A., and your editorial thereon in Volume VII, 
No. 6, April, 1909, allow me to offer the following relative to, 

First, “ supreme tribunal which can pass on questions about which there 
is an honest difference of opinion.” 

Would it not be practicable to submit questions to accountants for an 
expression of opinion through the columns of THE JourNaL or AccouNT- 
ANCY? A consensus of opinion should establish a guide which, while not 
binding, might yet lead to uniform usage and consequently to a uniform 
effort for obtaining legal acknowledgment for terms. 
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Second,“ . . . . controlling account,” . . . . as per page 452, 
lines 20-31. 

It seems to the writer that the proper construction and application of 
this term depends upon proper procedure as follows: 

If it is assumed that a voucher is prepared for, say, charge sales in an 
establishment and the total of this voucher is posted to accounts receivable 
on the general ledger, likewise totals for remittances, and other matter 
(omitting detail), pertaining to various debtor accounts, then the account 
called accounts receivable most assuredly “controls” the detail of ac- 
counts to which such entries are made specifically. The term therefore 
seems logically expressive of the function of such an account. 


The writer here ventures to call attention to the fact, that were nomen- 
clature (especially of accounts) always made to express the contents of 
such accounts, then a certain uniformity would result and confusion be 
minimized. To make myself clear, the documentary evidence of transfer 
of merchandise by one house to another is termed “invoice.” Logically, 
therefore, accounts resulting therefrom are at the point of egress “ invoices 
receivable” and at the point of ingress “invoices payable.” Must it not be 
admitted that the terms actually in use are illogical and confusing, since 
an invoice is also known as a “ bill.” Were this latter term adopted, “ bills 
receivable or payable” should logically result. But this nomenclature is 
generally understood to apply to notes, for which the nomenclature should 
be “ notes receivable or payable.” 

The term “accounts” or “account” is entirely superfluous and should 
be omitted, since all matter of accounting is represented per se in accounts. 

It would seem then that two elements should be used as a principle in 
nomenclature : 

(a) Logic, by developing a name denoting matter covered ; 

(b) Conciseness, by developing a name in as few words as clearness 
will permit. 

This practice would serve much to relieve the strain put upon the brain 
of a client, when he tries to delve into the contents of a report, and 
remove the impression created in him that the work of the accountant is 
mystical, comprehended only by himself and therefore not practical. 

Third,“ . . . . whether a business is justified in charging a profit 
in its operating department on work for its own construction” ‘ 
as per page 462, lines 15-19. 

It would seem that in this there are two elements to be considcred: 

(a) True asset value, or true cost of maintenance; 

(b) Inflation of net earnings. 

Would it not then follow, that a charge made fer addition to, or main- 
tenance of, assets must be based upon competitive figures, consisting of: 

Cost of materials, plus labor, plus incidental expenses, plus net earnings ; 
except possibly in cases where such a basis would result in an inflation of 
assets? 

The offsetting credits for material, labor and incidental expenses must 
then be clearly set forth for the proper control of the business at the out- 
put end, = 
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Consumed for improvements, renewals and repairs of plant, and instead 
of net earnings, to an account, expressing its contents, as follows: 

“Net earnings on plant constructions, renewals, etc.” 

This account would then partake of the nature of an appreciation ac- 
count and belong to capital class, not subject to dividends. 

Such a method would not only be logical, but would give proper dis- 
crimination to different periods of management. In one period of manage- 
ment very little of this class of work may be done and very much in an- 
other, resulting in an output, increased or decreased relatively from such 
cause, and consequently increased, or decreased net earnings. It follows 
clearly that, without a proper discrimination as outlined above, one period 
of management would be at a disadvantage over another period. 

Reverting to the first item, “the supreme tribunal,” could not THE 
JouRNAL oF ACCOUNTANCY promote the “get together” spirit among ac- 
countants materially, establish clearness and diffuse knowledge, by invit- 
ing opinions upon distinct questions ? 

While such a process may involve work and consequent expense, would 
the accountants not be willing to bear this burden, if the plan is not other- 
wise practicable, through an increased subscription fee? 

Would it be practicable to ascertain the opinions of subscribers on 
this matter before definite action is taken? 

Respectfully submitted, 
J. W. Amratu. 
San Francisco, June 28, 1909. 


Massachusetts. 


Following the enactment of the C. P. A. law in Massachusetts, the 
bank commissioner, who has charge of registration, and who is empowered 
to make such rules as are necessary to carry out the provisions of the 
act, has appointed the following public accountants to constitute a board 
of advisors: Mr. Amos D. Albee, Boston; Mr. Herbert F. French, 
Boston; Mr. D. Duthie Strachan, Boston; Mr. Frederick S. Fuller, New 
Bedford; Mr. Edwin S. Doubleday, Springfield. This committee, or more 
properly speaking, board of advisers, has elected Mr. Albee, chairman, 
and Mr. French, secretary. 
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MUNICIPAL ADMINISTRATION AND ACCOUNTING. By Frederick A. 
Cleveland, Ph. D., Director of the Bureau of Municipal Research. 
Longmans, Green & Co., New York City. Price, $2.00. 

Trustworthiness in a public official is being interpreted to-day as com- 
posed of two parts—fidelity and efficiency. The latter qualification is now 
receiving attention, and in order that it may be tested by the rules of 
business, cities are endeavoring to install systems of accounting that will 
accurately record the transactions and faithfully report the results of 
municipal administrations. 

The business aspect of government as presented by Dr. Cleveland is a 
timely contribution to the literature now appearing on city government. 
There is, perhaps, no person in the United States to-day better qualified 
to speak upon the subject from the accountant’s point of view. The pres- 
ent book is a compilation of papers and addresses which the author has 
presented at various times during the last five years. Each chapter, there- 
fore, has the virtue of having been prepared to meet a definite issue; and 
covering different parts of the field, as they do, there is little duplication 
of material. 

These papers and addresses disclose a historical relation, as Dr. Cleve- 
land says, to three important movements, viz., the work of the National 
Municipal League; the work of the Bureau of Census; and the work « 
the Bureau of Municipal Research. The business man is especially inter- 
ested in the work of the last mentioned body. It has undertaken a “scien- 
tific field study of municipal organizations and administrative methods and 
results with a view (1) to informing the public with respect to official 
acts and community needs; (2) to co-operating with officials in applying 
to public business, methods that will both fix responsibility for waste and 
loss of public funds, and insure economy and fidelity; and (3) to devel- 
oping progressively this power of enlightened public opinion through mak- 
ing available the data necessary to independent judgment, thereby ena- 
bling the beneficiaries of government to protect public funds and properties 


from waste, and making citizenship an effective agency.” 
The following chapters will appeal with especial force to men inter- 


ested in municipal accounting: 

Chapter VIII. Municipal Accounts—A First Step Toward Municipal 
Reform. 

Chapter IX. Municipal Credit and Accounting Reform. 

Chapter X. The Administrative Significance of a Municipal Balance 
Sheet. 

Chapter XI. The Administrative Importance of Distinguishing be- 
tween Revenues and Expenses and Receipts and Disbursements in Munici- 
pal Accounting. 

Chapter XII. The Nomenclature and Phraseology of Municipal Ac- 
counts and Administration. 
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Chapter XIII. What Constitutes Reasonable Uniformity in Municipal 
Accounts and Reports. 

Chapter XV. Chicago’s Accounting Reform. 

Chapter XVI. The System of Accounts and Statistics of the City of 
New York. 

Chapter XVIII. Accounting Methods of the Department of Education 
of the City of New York. 

Chapter XX. Eleemosynary Institutions and Accountancy. 


TABLE OF FACTORS FOR COMPUTING TWELVE-PLACE LOGARITHMS 
By Charles E. Sprague, Ph. D., President of the Union Dime Savings 
oe and Professor of Accountancy in New York Unversity. 

rice, $1.00. 


To those who need it, and the number is increasing daily, a boon is 
offered by Col. Charles E. Sprague in his “Table of Factors for Comput- 
ing Twelve-Place Logarithms.” Every calculator who has occasion fre- 
quently to multiply or divide some quantity by a decimal and repeat the 
operation many times, and to whom accuracy is the all-essential, will 
find it indispensable. 

The intrinsic merit of these factors forces itself upon any one who con- 
siders what twelve-place logarithms mean. It is a fact that there is no 
known device superior to logarithms for asecrtaining the powers or the 
roots of numbers. It is also a fact that there is not on the market 
to-day a table of logarithms that will give an exact result to the nearest 
penny when figuring in millions. 

By the use of Col. Sprague’s “Table of Factors” the need is satisfied, 
since the calculator can make his own logarithm. The method used is 
ingenious and simple. It is an adaptation of the principles of logarithms 
to the practical requirements of the day, the only requisite on the part 
of the calculator being, that he shall divide the number, the logarithm of 
which he is about to calculate, into factors in accordance with the stated 
rules, which are thoroughly explained and easily mastered. 

When one realizes that any table of logarithms worthy the name must 
needs be a good-sized volume and that this “Table of Factors” consists of 
only ninety-nine factors, each of which has six longitudinal sub-factors, 
and that the whole is contained in two small sheets of paper, one may 
truly say of it that it is a veritable multum in parvo. It possesses all the 
advantages and none of the disadvantages of a volume; it is minute as well 
as comprehensive; it has practical utility; it fills a long-felt want; it is 
offered at a reasonable price. E. J. Durry. 


PRACTICAL PUBLICITY. By Truman A. De Weese. George W. Jacobs 
& Co., Philadelphia. Price $1.50. 


The author has had wide experience as director of publicity for the 
Natural Food Company and for the Louisiana Purchase Exposition at 
St. Louis (1904). He has planned many successful advertising cam- 
paigns. His book covers the broad field of commercial publicity, showing 
the relation of advertising to modern business without elaborating any 
particular theory. It is a work for the man who buys and sells advertising 
and for the man who has to make advertising yield large returns. 
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FACTORY ORGANIZATION AND COSTS, By J. Lee Nicholson, C P.A. 
Kohl Technical Publishing Company, New York, 1909. 410 pages, 
1rx8. Price $12.50. 

The author states in his preface that the work is intended primarily 
as a handbook for manufacturers and as a book of reference for ac- 
countants and cost specialists; also as a text-book for students. This 
is the first American treatise on cost accounting proper, dealing with the 
subject from an accountant’s point of view. The author, though keeping 
to the front in his treatment the important accounting principles appli- 
cable to the subject, has nevertheless written the book in clear and un- 
technical language. 

The work contains forty-eight chapters. Among other important topics 
“Organization and Cost Finding” forms the subject of one chapter. In 
this chapter the author summarizes the most important arguments for and 
against cost systems; he also shows the effect of cost system on organiza- 
tion, independent of cost finding, pointing out clearly the value of system 
to management. The second important topic dealt with is “ Wage Sys- 
tems.” Under this head the author points out the general relation of wage 
systems to costs, treating of the pay-rate-system, piece work and the 
differential rate plan, as well as profit-sharing and stock-distribution. The 
author then discusses the “ Analysis of Cost Accounting,” pointing out 
the fallacy of including selling and administrative expenses in factory 
costs; also criticisms of incorrect principles in distributing overhead 
charges. He then deals with the distribution of indirect expenses and 
explains the old machine rate, new machine rate, fixed machine rate, new 
pay rate, etc. 

The fifth and sixth chapters constitute a general introduction to the 
subject of forms and systems and discuss such topics as principles used in 
forms and systems, estimated cost systems, actual cost systems, the designs 
and explanations relating to the conditions under which forms should be 
used. 
Chapters seven to forty-two contain a large variety of forms (over 
200). While undoubtedly a number of these forms or similar ones are to 
be found in ordinary treatises, nevertheless a good many, if not the 
majority of them, are original and have evidently been taken from actual 
experience. The author elucidates and fully explains the use of all the 
forms given and the advantages that can be derived from them. The 
forms are in large clear type and well arranged. The author also devotes 
about sixty pages to a treatment of mechanical office appliances, giving 
illustrations of such appliances and explaining fully the use of each one. 

While it may be questioned whether the author has been successful in 
preparing a text-book for students, he has undoubtedly accomplished his 
prime object, that of supplying the manufacturer with a thorough treatise 
on a subject in which he is vitally interested, and that of giving profes- 
sional accountants and cost specialists a valuable reference work. Any 
one who devises, plans or introduces a factory system will indeed find 
this reference book of great value. L. G. 
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Newspaper Comment 


The Monopolistic Trend Among Certified Accountants 


In commenting the other day upon the tendency toward monopoly in 
recent state laws regulating the practice of trades, professions and occupa- 
tions The Record-Herald had occasion to refer to the certified public 
accountants of this state and to say that in six years since the law took 
effect “barely a score of certified accountants” had been licensed and that 
“sometimes 90 or 95 per cent of all applicants for certificates” were re- 
jected. 

Mr. William Arthur Chase, a member of the state board of examiners 
in accountancy, believes that this paper is under misapprehension in its 
implied criticism, and he points out especially that since the act took effect 
“the State university, on the recommendation of its board of examiners, 
has issued 124 certificates.” However, The Record-Herald’s statement 
was honest in substance, although technically inaccurate in statement, 
while Mr. Chase’s sentence, although technically accurate, is wholly dis- 
ingenuous, 

The facts about the results of examination for certification in this state 
are given by Mr. Chase himself in an article in THe JourNAL or ACCoUNT- 
ancy for January, which contains figures for all examinations in this 
state, except the one of last month, the results of which have not yet been 
announced. He says: “Including the examination of November (’o8), the 
total number of candidates who went up was 111, of which number 85, or 
over 76 per cent., failed. As the result of examination in Illinois, there- 
fore, 26 men have received certificates. The other 98 Illinoisans author- 
ized to write “C. P. A.” after their names are all men licensed under the 
waiver clause of the law—namely, as having been in practice for five years 
prior to one year after the law took effect. Now in selecting these 98 
accountants for license without examination the examiners and the uni- 
versity were exceedingly strict in their interpretation of the various inci- 
dental qualifications laid down in the statutes, and many men and women 
who thought they were entitled to licenses failed to get them. The candi- 
dates at the examination since then have included these rejected persons, 
and also men who are managers of certified accountants’ offices, men who 
are head bookkeepers of wholesale houses and who have given long 
study to the subjects included in the examination, and others like them. 
Nevertheless, the ratio of success at the examinations is, as Mr. Chase 
shows, less than one in four. Taking these statistics in connection with 
many known instances of the caliber of men who have repeatedly taken 
the examinations and repeatedly failed to pass, it would certainly seem 
that there was much justification for the charge of monopolistic tenden- 
cies as made against the profession in this state. 

That the monopoly is being built up in New York and that it is a 
serious evil was asserted last fall by Vice-President James G. Cannon of 
the Fourth National Bank of New York in an address before the Ameri- 
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can Association of Public Accountants at Atlantic City. He shows that 
in New York two-thirds of the candidates at the examinations have been 
rejected. “The addition to this profession,” he says, “of only fifteen a 
year enables a few men to retain almost a monopoly of this business, which 
to my mind is not proper.” He remarks that of the fourteen men who 
have served on the New York examining board all but two got their “C. 
P. A.” under the waiver; he criticises the vagueness and technicality of 
the questions put by them, and he alleges that half the “waiver’ licensees 
could not themselves pass the examinations. He does not argue for lower 
standards. He argues for higher standards and for fairness and honor in 
marking papers. 

Similar criticisms are made by Ernest S. Suffern in the March number 
of THe JournaL or Accountancy. He charges directly that the rejected 
men in New York are as good as or better than the accepted ones, and he 
points out at length the faults and unfair features of the examinations. 

Conditions in Illinois are as bad as or worse than in New York. If a 
firm of certified public accountants is to be permitted to establish its busi- 
ness, perpetuate its firm name, share in a close monopoly of the state’s 
authorization to practice, and then rely for the handling of all its business 
on men who, no matter how much they try, cannot pass the state examina- 
tions permitting them to go into business for themselves, the situation 
calls for radical cure. 

It is, as we have previously pointed out, not merely among the ac- 
countants, but among a dozen trades and professions that such a monopo- 
listic situation is developing. The accountants themselves, men of expert 
and highly responsible occupation, ought to rise to the need at once, and 
put their examinations on a basis as fair and reasonable, and at the same 
time as high in standards, as are the examinations for lawyers and doctors 
to-day —Chicago Record-Herald, June 15, 1909. 


Trustworthy Accounting 

It is a matter of considerable importance to Wall Street that it should 
have accounting and auditing facilities of the highest responsibility and 
credit, and legislation which could make that condition universal is greatly 
to be desired. In this connection the bill for the registration of ac- 
countants which is now before the British Parliament is worth considera- 
tion. 

The bill was prepared by the Institute of Chartered Accountants and 
the Society of Incorporated Accountants and Auditors. The bill has the 
practically unanimous support of the members of these societies, and the 
British Board of Trade has also expressed its approval, considering the 
propositions to be fair to all established interests. 

The bill provides that unqualified persons shall not be permitted to 
practice as professional accountants. There is nothing unduly favoring 
the two societies mentioned in this provision. Any one can become a 
member of either society by fulfilling certain requirements within the 
reach of anybody who is in earnest about it. Both societies require a 
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special examination after five years’ experience in the one case and nine in 
the other, in which a most thorough knowledge of the highest forms of 
accountancy must be shown. Preliminary to the term of service it is 
necessary for the future accountant to pass a general examination at 
least equal to the matriculation of our best colleges, or perhaps a little 
higher and nearer that of the matriculation examination of London Uni- 
versity. The term of service is reduced to three years in the case of 
university graduates. 

It has been pointed out in these columns often enough that some of the 
auditors’ certificates given in reports of corporations here are not worth 
the paper they are written on. The auditing is merely perfunctory, and all 
that is certified is that such figures as were shown to the examiner added 
up correctly. This matter has been taken up by The Wall Street Journal 
from time to time for many years past. and it is gratifying to record that 
there is a steady improvement. 

The situation here is complicated by the usual clash of state and 
federal laws and of the states among themselves. It seems as if we should 
always have some state willing to prostitute its power to the granting 
of improper charters, medical qualifications, university degrees and what 
not, with an utterly unpatriotic indifference to the welfare of the rest of 
the country. There is a movement among our reputable accountants here 
to secure co-operation in this matter, and so far as interstate business 
is concerned there seems a good case for the consideration of the federal 
authorities—The Wall Street Journal, July 2, 1909. 


Maryland. 

The annual meeting of the Maryland Association of Certified Public 
Accountants was held on Tuesday, June 8th, in the offices of the president, 
at Baltimore, Md. Encouraging reports were made by the retiring offi- 
cers. The profession in Maryland and in Baltimore shows every evidence 
of a healthy condition and growth. The following officers were elected 
to serve for one year: 

President, Charles O. Hall; vice-president, Ferdinand L. Brauns; sec- 
retary, Elmer L. Hatter; treasurer, Charles R. Ditman; auditor, Charles 
H. Schnepfe, Jr.; board of trustees: Frank Blacklock, Thomas L. Berry, 
Eugene Greenway, Charles L. Hehl, Charles O. Hall, Ferdinand L. Brauns, 
Elmer L. Hatter, Charles R. Ditman; membership committee: Clarence R. 
Evans, Alexander Dodd and Andrew C. Feuss; delegates to American 
Association meeting: Thomas L. Berry and Eugene Greenway; alternates 
to American Association meeting: Charles L. Hehl and Elmer L. Hatter. 
The next meeting of the association will be held in September. 
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Epirep spy CHARLES W. GERsTENBERG, Ph.B., LL.B. 


CONSTITUTIONAL LAW. 


An article in this number of THE JourNaAL or ACCOUNTANCY describes 
the nature of a corporate charter. It points out that before laws were 
passed reserving to the state the right to repeal, alter or amend charters, 
the charters were contracts within the meaning of that section of the 
federal constitution which forbade states to pass laws impairing the obliga- 
tion of contract. The decision which enunciated that principle, Dart- 
mouth College vs. Woodward, was made in 1819. It did not take the states 
long, after this decision, to pass laws reserving the right to change cor- 
porate charters. Now inasmuch as most corporations have been formed 
in the last fifty years it is seldom that we meet a corporate charter free 
from the usual reservation, and therefore immutable without the cor- 
poration’s consent. A recent case, however, illustrates the principle of the 
Dartmouth College case, for the corporation it involves was formed under 
a charter from the king in 1697. The provisions of the religious cor- 
porations laws do not affect Trinity Church, “so far as they are incon- 
sistent with or in derogation of the rights and privileges of Trinity 
corporaton” as they exist under its charter, under the doctrine settled in 
the Dartmouth College case, 4 Wheat. 518, 4 L. Ed. 629, that a grant of 
corporate powers by the sovereign to an association of individuals for a 
public use, constitutes a contract, within the meaning of the federal con- 
stitution, prohibiting a state legislature from laws impairing its obliga- 
tions.” —BurKE vs. REcToR, ETC., OF TRINITY CHuRCH, 117 N. Y. Suppl. 257. 


CORPORATIONS. 


When an attorney makes a contract of yearly employment with a sav- 
ings bank, knowing that one of its by-laws reads “the attorney shall hold 
office at the pleasure of the trustees,” the contract is colored with the 
terms of the by-laws and should be construed, therefore, reasonably to 
mean that the attorney hold office at the will or desire of the trustees 
but not longer than one year. For that reason the trustees may discharge 
the attorney before the end of the year—ReBapow vs. Burrato Sav. BANK, 
117 N. Y. Suppl. 282. 

Though a corporation has the right under the New York law to 
acquire stock in another corporation, if its certificate gives it such permis- 
sion, it cannot form a new corporation and acquire all the stock of the 
new company by transferring in exchange therefore some of its corporate 
property. Such a course of action, if permitted, would be tantamount to 
increasing the capital stock by a method unauthorized —Scuwas vs. E. G. 
Porter Co., 87 North Eastern Rep. 670. 


FOREIGN CORPORATIONS. 


Both of the defendants are foreign corporations but the control of the 
legislature over them is fully as plenary as in the case of domestic cor- 
porations. With the exception of a very limited class, such as cor- 
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porations engaged in interstate transportation and the like, a foreign 
corporation cannot breathe or exist within the limits of a state except by 
the consent of the state. The state may refuse admittance to such a cor- 
poration for any reason, and unless the right has been contracted away, 
which is hardly possible under the constitution of this state, it can equally 
unceremoniously turn it out. A statute prohibiting any foreign corpora- 
tion doing business within a state from removing suits against it to the 
federal courts is void (INsuRANCE Co. vs. Morse, 20 Wall. 445); but, 
though the statute cannot prevent the corporation from removing the suit, 
it may expel the corporation because it has removed the suit (Security 
Mut. L. Ins. Co. vs. Perwitt, 202 U. S. 246). If the case before us does 
present the existence of any real economic evil, that evil may be easily 
dealt with by the legislature.’"—CuLLen, J., 1n Locker vs. AMERICAN 
Tosacco Co., May 11, 1909, 88 N. E. 280. 


GOOD WILL. 

In Ott vs. Borinc, in the Supreme Court of Wisconsin (May, 1909, 
121 N. W., 126) it was held that the elements of good will remain in a 
business, if there is opportunity for the purchaser to continue the same 
as a going business as the successor of the deceased part proprietor, whose 
name has long distinguished it, and to obtain, if he can, opportunity to 
continue at the old stand, and otherwise to locate so near as to obtain 
substantial advantages from the reputation of the business in connection 
with the old place, and thereby secure much more out of the stock and 
accounts by dealing therewith in the usual way of a going business than 
in that of a closing up transaction—From the New York Law Journal, 
June 19, 1909. 

PARTNERSHIP. 

While a dormant partner need not give notice of his withdrawing from 
a firm in order to escape personal liability for the subsequent indebtedness 
of the firm, an inactive partner must give such notice. An inactive partner 
is not a dormant partner because the creditors of the firm happen not to 
have personal knowledge of the relation, especially where such relation 
is evidenced by a record certificate showing that the inactive partner was 
a member of the firm. The term “dormant” partner implies both inac- 
tivity and secrecy.—ZIMMERMAN vs. DutcHess Costume Co., 117 N. Y. 
Suppl. 116. 

STOCK EXCHANGE SEAT. 


The character of the property right which pertains to a seat on the 
New York Stock Exchange has been frequently before the courts, and 
it must be deemed authoritatively determined that such property is one 
which, subject to the rules of the board, passes to a receiver or to a 
trustee in bankruptcy as the case may be.-—MartTer oF HELLMAN, 174 N. Y. 
254-257. The membership is personal to the member, but the inchoate 
right of sale if it may be so termed, and the right to the proceeds of the 
sale, if the Stock Exchange authorities shall permit that to be done, is a 
property right and a valuable one—WrebeE vs. CLARK, 117 N. Y. Suppl. 5. 
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C. P. A. Question Department. 


Conpuctep By Leo GreenpiincerR, M. C. S. 


Criticism and exchange of ideas will clear many a doubt and at the same time im- 
prove shortcomings. To solve, compare and criticise C. P. A. wer and thereb 
to aid in bringing about a uniform American standard for C. P. A. examinations, is 
the object of this department. With the aid of suggestions and criticisms from the 
professional brethren, it can undoubtedly be achieved. Inquiries will be cheerfully 


answered. 

The first of the following problems is the third question in Practical 
Accounting given by the New York State Board of Accountancy at the 
February, 1908, examination, with solution by James Fietcher Ruark. The 
second problem with solution is submitted by Mr. A. H. Herschel. It is 
not a C. P. A. problem, but contains some of the important principles in- 
volved in corporation accounting, and shows the effect of the panic of 1907 
on the Interstate Manufacturing Company. 


New York Problem 3, C. P. A. Examination in Practical Accounting, 
February, 1908. 


The bookkeeper of a manufacturing concern could produce only the 
following statement from its records on January Ist, 1907. 


Manufacturing $4,622.89 
First mortgage bonds (due Dec. 31, 1907)........ 15,000.00 
Materials and supplies (inventory).............. 4,289.34 
Interest on bonds (17 months)................. 393-75 
Interest on notes and accounts payable.......... 282.40 


On January Ist, 1907, the management is changed, and you are later 
retained as a public accountant to conduct an examination and prepare a 
balance sheet as of January Ist, 1908. 

You find that during the preceding year the directors have subscribed 
in cash to $7,500 additional capital stock, and have retired all the notes 
and old accounts payable and that no interest was paid on these accounts 
for the year. You also find that the plant and equipment was revalued at 
$15,000, and 5% of this amount was charged off to provide for depreciation, 
while an additonal 2%.% was ordered placed in Reserve Account to cover 
repairs and renewals, the entire 742% being charged direct to Profit and 
Loss. The bonds outstanding fell due on December 31st, 1907, and were 
paid, principal and interest, in cash. An inventory of materials and sup- 
plies places their value at $2,328.10, the practice being to charge all pur- 
chases direct to Manufacturing Expenses and to credit back the amount 


of the inventory. 
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The accounts payable (all for material and non-interest bearing) amount 
to $546.28. 

Of the accounts receivable, January 1st, 1907, $4,968.18 was collected 
and the balance charged off as uncollectible. 

In addition to the material used from stock during the year, and the 
amount still due for material purchased, the manufacturing expenses were 
$3,720.52, all paid in cash, the total manufacturing expenses being 31% 
of the gross sales for the year ending January Ist, 1908. 

Of these 91.3% were collected in cash, and the balance, all of which is 
considered good, remains on the books in accounts receivable. 

Produce a comparative balance sheet of January 1, 1908-1907, and state 
the amount of gross sales for the year. 


Solution. 
CASH, 1906 


RECEIPTS EXPENDITURES 


Plant and Equip- 
$10,000.00 t $17,500.00 
$8,649.10 : 
Deduct % received. 5,423.23 3,045.87 i 1§,000.00 


uct 
%, pay.. $2,436.28 
otes 


pay.. 5,000.00 7,436.28 


BALANCE ON HanpD 


$13,045.87 $13,045.87 


MANUFACTURING EXPENSE ACCOUNT, 1906. 


$12,527.12 Cost of Manufacturing carried 
to trading account 


TRADING ACCOUNT, 1906 
Cost of goods manufactured. ... . $12,860.67 
4,391.57 
$12,860.67 $12,860.67 


PROFIT AND LOSS, 1906 
Net loss carried to deficiency 


Interest on bonds (accrued)... . . t $5,067.72 
Interest on notes and accounts 


$5,067.72 $5,067.72 


DEFICIENCY ACCOUNT, 1906 


1906 1907 
Dec. $5,067.72 Dec. 31, surplus accounts $5,067.72 
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. 
$2,500.00 
Mfg. labor......... 4,622.89 
Mfg. purchases... .. $12,527.12 
5,090.84 
832.14 
Deduct: $12,860.67 
Dec. 31, inventory............. 4,380.34 a 
Materials used............-... $8,237.78 
$12,860.67 $12,860.76 
i 282.40 
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CASH, 1907 


July 1—Balance............... $832.14 Accounts payable....... Peer $2,436.28 
Capital stock ++ 7,500.00 Manufacturing expense......... 3,720.52 
Accounts receivable.......... 4,968.18  Notespayable....... errr 

Interest (on notes)...........+. 282.40 


$20,090.16 Bonds payable...... 
Deduct % receiv.. 1,747.84 18,342.32 Interest on bonds............... 1,068.75 
BALANCE ON HAND. 


$3,164.64 $3,164.64 


MANUFACTURING EXPENSE ACCOUNT, 1907 


Material on hand.............- $4,289.34 Cost of manufacturing carried 
Material purchased kwahigiewieachas 5,416.28 to trading account........... $6,227.95 
$4,835.62 


2,328.19 
$2,507.43 


_ $6,227.05 $6,227.95 


TRADING ACCOUNT, 1907 


Cost of goods manufactured..... $6,227.95 Sales....... j $20,090.16 
6227.05 
Gross profit carried to profit ary 31 I f 
$13,862.21 
$20,090. 16 $20,090.16 


PROFIT AND LOSS, 1907 


Plant revaluation............. $2,500.00 Gross profit on trading......... $13,862.21 
Five per cent. written off... ‘ 750.00 
Investment on bonds........... 675.00 


DISTRIBUTION SECTION, 1907 


2€E per cent. reserve for plant... {$375.00 Net business profit....... cocees $9,037-92 
455.05 
Balance to surplus account....... 9,107.16 


_ $9,937.31 


SURPLUS, 1907 


Dec. 31, deficiency account...... $5,067.72 Dec. 31, net profit....... sosoce Gyeep.ed 
4,039.44 


$0,107.16 
$4,030.44 


$0,107.16 


1908 
Jan. 


Being 
| 
Deduct: 
Material used 
— 
‘ 
| 
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Problem Two. 


The trial balance of the Interstate Manufacturing Company, on June 
30th, 1907, after closing entries have been made, is given below: 


Patents and good will.................. $250,000.00 
Inventory, June 30, 1907 
4,932.00 
42,761.00 
Cash subject tocheck.................. 69,433.00 
Accounts receivable................... 273,842.00 
Common capital stock................. $500,000.00 
Preferred capital stock................. 500,000.00 
Bonds 6 per cent. 50 year 1st mortgage 
issued Jume 30, 200,000.00 
20,000.00 
Pref. stock dividends payable Aug. 1907. 
Com. stock dividend payable Aug., 1907 12,500.00 
Reserve for bad and doubtful accounts... 8,294.00 


$1,403,061.00 $1,403,061.00 


During the year ending June 30th, 1908, the company purchased 29,047 
tons of raw material at $22 per ton, which was delivered before the books 
closed. Of the amount purchased, payment has been made for 26,647 tons. 
They have also made payments for the following accounts: 

Accounts payable, $78,392; salaries, $80,360; selling expense, $86,017; 
labor, $468,932; shop expense, $0,461; taxes, $7,842; repairs and mainte- 
nace, $30,955; office expense, $2,478, and supplies, $37,637. 

Customers have paid $1,502,927 in cash, and have been given dis- 
counts amounting to $18,395. Returns and allowances amount to $8,474. 
Bad debts written off, $2,407. Rent, $500, and sales, $1,515,572. 

Fifty thousand dollars was loaned on call on June 30th, 1908, the market 
value of the collateral security being $72,100. 

The inventory on June 30, 1908, is made up of finished goods, $20,495; 
supplies, $8,129, and $2,163 tons of raw material, the market price of which 
is $24 per ton. The land is estimated to be worth $300,000. 

Semi-annual dividends of 3%% on the preferred stock and 21%4% on 
the common stock have been paid from the earnings of the half year end- 
ing December 31, 1907. Dividends at the same rate have been declared 
on the preferred and common stock for the last half of the fiscal year, 
payable in August, 1908. 

You are asked to set up a balance sheet dated June 30, 1908, and ac- 
company it with a business statement which will show correctly the condi- 


tion of the company. 
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The following annual rates of depreciation are to be assumed. 

Buildings, 3%; machinery, 712%; office furniture, 10%. It is also as- 
sumed that there should be a reserve for bad and doubtful accounts equal 
to 3% of the balance of accounts receivable. 


Solution. 
PROFIT AND LOSS AND INCOME STATEMENT FOR THE YEAR 
ENDING JUNE 3oth, 1908. 


Less returns and allowances........... 8,474.00 $1,507,098.00 
Prime Cost or Goops MANUFACTURED. 
Repairs and Maintenance.............. 30,955.00 
Depreciation of machinery............. 17,625.00 
Depreciation of buildings.............. 4,950.00 


$1,241,058.00 
App. 
Finished goods on hand, June 30, 1907.. 42,761.00 


$1,283,819.00 


Depuct 
Finished goods on hand, June 30, 1908... 20,495.00 
Balance, gross profits................. $243,774.00 
OTHER INCOME. 


$244,274.00 
GENERAL ExaENSES. 


Salaries... ‘$80,360.00 
86,017.00 
18,395.00 
Depreciation of furniture.............. 875.00 
Balance, net profits............. $45,900.00 
Depvct. 
Interest on 50 years 6% Bonds......... $12,000.00 
Less premium written off.............. 400.00 11,600.00 
$34,300.00 
3% reserve for bad and doubtful debts. . . 7,716.00 
App. 
} Undivided surplus on June 30, 1907........ 66,375.00 
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Depvuct. 

Dividends for the year: 

On preferred capital stock 3%% paid 

_On preferred capital stock 314% payable 

On common’ capital stock 244% paid 

: On common capital stock 244% payable 


Balance surplus, June 30, 1908........... 
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$17,500.00 

17,500.00 

12,500.00 
12,500.00 $60,000.00 
$32,959.00 
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Comments. 


The answer to the first problem, it will be noticed, covers more than is 
actually required by the problem. The solution gives an analysis of the 
1906 transactions, accounting for the cash balance of June 1, 1907, amount- 
ing to $832.14, and also for the deficiency amounting to $5,067.72. The 
accounts for 1907 show the result of the operation, with a credit balance 
to surplus, amounting to $9,107.16, against which is charged the deficiency 
during the previous year $5,067.72, leaving a credit balance to surplus 
amounting to $4,039.44. The comparative balance sheet in accordance 
with the requirements of the problem shows all the assets of 1907-1908 as 
well as the liabilities of the same periods, with the respective increases 
and decreases, accounting for the results shown. 


In stating the second problem an effort has been made to avoid am- 
biguous terms and phrases. In working out the problem care has been 
taken to show each item in connection with the operation. 


The trial balance presented in the problem is nothing but a collection 
of the assets and liabilities as well as the proprietorship of the concern on 
June 30, 1907. 

On operation proper the corporation has earned a net profit of 
$26,584.00, but as the dividends declared, paid and unpaid, amount to 
$60,000.00 it leaves a deficit for the year amounting to $33,416.00, which 
deficit has been made up from the surplus of 1907, decreasing that surplus 
to $32,959.00. 

The important principle “ Valuation of Inventory” is here clearly 
shown, inasmuch as the market price of the raw material is on date of 
inventory $24.00 per ton, while the cost of the material is stated at $22.00 
per ton. The same principle is illustrated in the item of land, which, while 
its present value is estimated at $300,000.00 is nevertheless carried at its 
original cost of $270,000.00. 

It will also be observed that in stating the payment of interest on 
bonds the premium is deducted from such interest. This is based on the 
principle that the premium that the company received on the sale of the 
bonds is nothing else but a reduction of the rate of interest, and therefore 
one-fiftieth of that total sum of permium or $400.00 is deducted each 
year from the interest charges. 

The dividend declared on preferred and common stock respectively, 
but unpaid at the present, is treated as a liability. According to the 
wording of the problem this dividend has been declared, but is not payable 
until August, and hence a liability at the present. 

It will be noticed that the current reserve for bad debts ($7,716.00) 
has been deducted on the asset side from the item accounts receivable. 
The general reserve for bad and doubtful debts accumulated during 
previous periods is entered on the liability side of the balance sheet. The 
result would be the same if both reserves, current and general, were de- 
ducted from the accounts receivable. 
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